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CERTIFICATE  OF  IN'CORPORATIOX  OF 
NATIONAL  TAX  ASSOCIATION 

No.  20264 

This  is  to  certify  that  we  the  undersigned,  all  heing  persons  of 
full  age  and  citizens  of  the  United  States  and  the  majority  being 
citizens  of  the  District  of  Columbia,  desiring  to  associate  ourselves 
for  scientific  and  educational  purposes  and  to  that  end,  to  form  a 
body  politic  and  corporate,  under  the  provisions  of  sub-chapter  three 
of  Chapter  Eighteen  of  the  Code  of  Law  for  the  District  of  Colum- 
bia, approved  ]\Iarch  3,  1901,  and  Acts  of  Congress  amendatory 
thereto,  do  hereby  make,  sign  and  acknowledge  this  certificate  in 
writing,  stating  as  follows  : 

First:  The  name  or  title  by  which  the  association  or  corporation 
shall  be  known  in  law  is  National  Tax  Association. 

Second:  The  term  for  which  the  corporation  is  organized  is 
perpetual. 

Third:  The  particular  business  and  objects  of  the  corporation 
are  as  follows : 

To  educate  and  benefit  its  members  and  all  others  who  may  be 
interested  in  the  subject  of  taxation  and  the  subject  of  public  finance, 
of  which  taxation  forms  a  part,  by  promoting  the  scientific  study 
thereof  generally,  by  the  encouragement  of  research,  by  collecting, 
preserving,  and  diffusing  scientific  information  and  knowledge  re- 
lating thereto,  by  organizing  conferences  and  bringing  together  for 
discussion  public  officials,  taxpayers  and  their  representatives,  stu- 
dents, instructors  in  universities  and  colleges  and  others  interested 
in  the  subjects  of  taxation  and  public  finance,  by  publishing  and 
distributing  reports  of  conference  proceedings  and  such  other  books, 
periodicals  and  publications  as  may  be  desirable  and  helpful  for  the 
accomplishment  of  the  purposes  of  the  corporation ;  by  appointing 
committees  for  the  investigation  of  problems  in  taxation  and  public 
finance;  by  formulating  and  announcing,  through  the  deliberately 
expressed  opinion  of  its  conferences,  the  best  informed  economic 
thought  and  ripest  administrative  experience  available  for  the  guid- 
ance of  public  opinion,  legislation,  and  administration,  on  questions 
relating  to  taxation  and  public  finance;  by  acquiring,  utilizing, 
applying,  and  disposing  of  property  and  funds  exclusively  in  estab- 
lishing,  maintaining,    improving,   and   extending   the   benefits    and 
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usefulness  of  the  corporation,  through  the  accomplishment  of  its 
purposes,  and  hy  promoting  better  understanding  of  the  common 
interests  of  national,  state,  and  local  governments  in  the  United 
States  and  elsewhere,  in  matters  of  taxation  and  public  finance  and 
interstate  and  international  comity  in  taxation. 

The  promotion  of  the  above  declared  business  and  objects  shall 
at  all  times  be  carried  on  subject  to  the  following  conditions  and 
limitations,  by  which  the  corporation  and  all  who  shall  hereafter 
associate  themselves  with  it,  as  members,  as  participants  in  its  de- 
liberations and  activities  and  in  its  conferences  or  otherwise,  shall 
be  forever  bound ;  that  is  to  say : 

The  activities  of  the  corporation  shall  be  non-political  and  non- 
sectarian. 

Xo  part  of  the  net  income  of  the  corporation  shall  at  any  time 
inure  to  the  benefit  of  any  officer  or  member  of  the  corporation  or 
(jf  any  individual  or  corporation  whatsoever. 

At  any  conference  which  the  corporation  may  organize,  members 
of  the  corporation  shall  not  be  entitled  to  vote,  by  reason  of  such 
membership,  on  any  matter  involving  the  official  expression  of  the 
opinion  of  the  conference  on  a  question  of  taxation  or  public  finance 
of  general  public  interest,  but  the  voting  on  such  questions  shall  be 
vested  in  such  persons  in  attendance  as  may  be  determined  by  the 
corporation  and  be  expressed  in  such  manner  as  may  be  prescribed 
by  the  conference  when  assembled. 

At  an}'  such  conference,  the  persons  attending  shall,  by  such 
attendance,  be  deemed  to  consent  to  the  condition  and  limitation 
that  the  result  of  the  vote  upon  a  matter  involving  the  official  ex- 
])ression  of  the  opinion  of  the  conference  on  a  question  of  taxation 
or  public  finance  of  general  public  interest  shall  not  be  announced 
or  be  given  publicity  in  any  report  thereof  issued  by  the  corporation 
or  be  taken  as  having  its  endorsement,  unless  there  shall  have  been 
full  discussion  thereof,  at  that  or  a  prior  conference  and  unless  the 
vote  shall  represent  the  substantially  unanimous  opinion  of  the  con- 
ference, which  shall  be  deemed  to  be  expressed  by  not  less  than  a 
four-fifths  vote. 

Fourth :  The  number  of  the  managers  of  the  corporation,  who 
shall  be  called  the  executive  committee,  shall  for  the  first  year  of  its 
existence,  be  sixteen. 

Witness  our  hands  this  6th  day  of  January,  A.  D.  1930. 

(S)  Thomas  Walker  Page 

(S)  John  E.  Walker 

(S)  William  P.  Richards 

(S)  Robert  J.  Eby 

(S)  .\lfrkij  E.  Holcomb 
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District  of  Columbia,  ss  : 

1,  Walter  F.  Studdiford,  a  Notary  Public  in  and  for  the  District 
of  Columbia,  do  hereby  certify  that  Thomas  Walker  Page,  John  E. 
Walker,  William  P.  Richards,  Robert  J.  Eby  and  Alfred  E.  Hol- 
comb,  parties  to  the  annexed  and  foregoing  certificate  of  incorpora- 
tion, bearing  date  of  the  6th  day  of  January,  1930,  personally  ap- 
peared before  me  in  said  District  the  said  Thomas  Walker  Page, 
John  E.  Walker,  William  P.  Richards,  Robert  J.  Eby  and  Alfred  E. 
Holcomb,  being  personally  well  known  to  me  to  be  the  persons  who 
executed  the  said  certificate  of  incorporation  and  severally  acknowl- 
edged the  same  to  be  their  act  and  deed. 

Given  under  niv  hand  and  notarial  seal  this  6th  dav  of  Januarv, 
A.  D.  1930. 

(S)     Walter  F.  Studdiford, 

(Notarial  Seal)  Notary  Public,  D.  C. 

Office  of  the  Recorder  of  Deeds 
District  of  Columbia 
This  is  to  Certify  that  the  foregoing  is  a  true  and  verified 
copy   of  the   Certificate   of   Incorporation   of   the   National   Tax 
Association  and  of  the  whole  of  said  Certificate  of  Incorporation, 
as  filed  in  this  Office  the  6th  day  of  January,  A.  D.  1930. 

In  Testimony  Whereof,  I  have  hereunto  set  my  hand  and 
affi.xed  the  seal  of  this  Office  this  6th  day  of  January,  A.  D.  1930. 

Arthur  G.  Froe, 
(Seal)  Recorder  of  Deeds.  D.  C. 


BY-LAWS  OF  THE  NATIONAL  TAX  ASSOCIATION 

(As  adopted  January  6.  1930) 

ARTICLE  I 

Memiiershii' 

Section  1.  Any  person  shall  be  eligible  to  membership  and  may 
become  a  member,  upon  application  in  writing  and  payment  of 
annual  dues  for  the  current  year.  Such  application  shall  indicate 
sympathy  with  the  objects  and  purposes  of  the  association,  as  ex- 
pressed in  its  certificate  of  incorporation  and  willingness  to  be 
bound  by  the  conditions  and  limitations  contained  therein  and  in 
these  by-laws,  Provided  that  the  present  members  of  the  National 
Tax  Association,  an  unincorporated  association,  shall  be  members, 
without  further  action  on  their  part. 

Section  2.  Membership  shall  be  continuing.  The  annual  mem- 
bership dues  shall  be  five  dollars,  payable  upon  application  for  mem- 
bership, covering  the  fiscal  year  of  the  association  then  current  and 
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annually  thereafter,  in  advance,  on  the  first  day  of  the  subsequent 
fiscal  year. 

In  the  discretion  of  the  executive  committee,  the  annual  dues 
may  at  any  time  be  increased  and  the  annual  dues  of  residents  of  any 
foreign  country  may  be  fixed  at  an  amount  in  excess  of  those  of 
residents  of  the  United  States. 

An}'  member  who  shall  fail  to  pay  his  dues  within  six  months 
from  the  date  when  payable  shall  be  considered  in  arrears  and  if 
such  failure  shall  continue  for  a  period  of  one  year,  he  shall  be 
dropped  from  membership,  for  non-payment  of  dues. 

ARTICLE  II 
Annual  Coxferexce 

Sectiox  1.  All  annual  conferences  on  taxation  shall  be  held 
under  the  auspices  of  the  association,  at  such  time  and  place  as  the 
executive  committee  may  determine.  The  annual  conference  shall 
be  the  means  used  by  the  association  for  carrying  into  practical 
efifect  its  purpose  to  secure  an  expression  of  opinion  that  will  for- 
mulate and  announce  the  best  informed  economic  thought  and  ripest 
administrative  experience  available  for  the  correct  guidance  of  public 
opinion  and  legislative  and  administrative  action  on  all  questions 
pertaining  to  taxation,  and  to  interstate  comity  in  taxation. 

Section  2.  The  personnel  of  each  annual  conference  shall  be 
composed  of  delegates  appointed  by  the  governor  or  other  chief 
executive  of  states,  public  officials  having  duties  with  respect  to  the 
investigation,  enactment  and  administration  of  tax  laws,  instructors 
and  students  in  universities  and  colleges,  taxpayers  and  their  repre- 
sentatives, and  others  interested  in  the  subjects  of  taxation  and 
public  finance. 

Section  3.  The  voting  power  of  the  conference  upon  an  official 
expression  of  its  opinion  is  limited,  with  the  purpose  of  safeguard- 
ing the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest,  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  the  association, 
or  favor  for  those  who  contribute  money  to  its  support. 

The  voting  power  in  each  conference  upon  any  question  involving 
an  expression  of  the  opinion  of  the  conference  on  a  question  of 
taxation  or  public  finance  of  general  public  interest  shall  be  vested 
in  the  delegates  in  attendance  appointed  by  the  governor  or  other 
chief  executive  of  states.  In  voting  upon  such  questions  each  state 
shall  have  one  vote,  and  in  case  of  a  division  of  opinion  among  the 
delegates  therefrom,  the  vote  shall  be  divided,  so  as  to  give  propor- 
tional weight,  by  approximate  fractions,  to  the  opinions  of  the  re- 
spective delegates. 
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If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
on  the  subject  in  question,  no  publication  thereof  shall  be  made  and 
it  shall  not  be  considered  as  expressive  of  the  opinion  of  the  con- 
ference. Such  unanimity  shall  be  deemed  expressed  by  a  four- 
fifths  vote. 

Voting  by  proxy  shall  not  be  allowed. 

Xo  member  of  this  association  shall  have  the  ri^ht  to  vote  in  any 
annual  conference  solely  by  virtue  of  such  membership. 

Section  4.  One  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  resolutions  and  conclu- 
sions. The  report  of  this  committee,  as  adopted  by  the  conference, 
shall  be  its  official  expression  of  opinion,  and  it  shall  not  be  held 
to  have  endorsed  any  other  expression  of  opinion,  by  whomsoever 
made. 

No  resolution  approving-  or  opposing  legislation  shall  be  consid- 
ered by  the  conference  unless  it  has  been  discussed  at  a  session  of 
the  conference  at  which  it  is  proposed,  or  has  been  the  subject  of  a 
report  made  thereon  by  some  committee  of  the  conference  or  of  the 
corporation,  or  has  been  the  subject  of  a  resolution  adopted  by  some 
previous  conference. 

Section  5.  The  temporary  and  permanent  chairman,  secretary, 
official  stenographer,  address  of  welcome  and  response  to  the  same, 
meeting  place,  accommodations  for  delegates,  all  necessary  prelimi- 
nary details  for  each  conference,  and  the  program  of  papers  and 
discussions,  shall  be  arranged  for  the  conference  by  the  executive 
committee  of  the  association.  All  other  details  of  the  organization 
and  conduct  of  the  conference  shall  be  arranged  by  the  delegates 
present  in  such  manner  as  they  may  from  time  to  time  decide. 

ARTICLE  III 

A.\XU.\L   AND   SpeCI.-M.   MEETINGS   OF  THE   ASS0CI.\TI0N 

Section  1.  The  annual  meeting  of  the  association  shall  be  held 
in  connection  with  the  annual  conference,  at  such  time  as  the  exec- 
utive committee  may  determine.  Sixty  days'  notice  shall  be  given 
to  all  members  of  the  time  and  place  at  which  such  annual  meeting 
is  to  be  held,  by  publication  in  the  official  Bulletin  of  the  associa- 
tion or  by  mailing  such  notice  to  each  member. 

Section  2.  Special  meetings  of  the  association  may  be  held  at 
any  time  and  place,  when  called  by  the  executive  committee.  At 
least  thirty  days'  notice  shall  be  given  to  all  members  of  each  special 
meeting,  by  publication  thereof  in  the  official  Bulletin  of  the  asso- 
ciation or  by  mailing  such  notice  to  each  member,  which  notice 
shall  specify  the  purpose  for  which  the  meeting  is  called,  and  no 
business  shall  be  transacted  at  such  meeting,  other  than  that  speci- 
fied in  the  notice. 
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Section  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  the  association  shall  constitute  a  quorum  for  the 
transaction  of  business,  but  such  quorum  shall  at  no  time  be  less 
than  fifteen,  and  whenever  the  attendance  of  members  exceeds  one 
hundred,  twenty-five  shall  constitute  a  quorum. 

ARTICLE  IV 
Officers  and  Executive  Committee 

Section  1.  The  affairs  of  the  association  shall  be  administered 
by  a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee,  consisting  of  the  above  officers  and  the  three 
ex-presidents  who  have  last  held  office,  who  shall  be  members 
cx-officio,  and  nine  elected  members.  The  necessary  number  of  the 
three  last  ex-Presidents  of  the  National  Tax  Association,  an  un- 
incorporated association,  shall  be  members  cx-officio,  so  long  as 
necessary  to  make  the  number  in  that  class  three.  The  officers  shall 
be  elected  annually  by  the  members  and,  with  the  exception  of  the 
president,  shall  be  eligible  to  re-election.  They  shall  hold  office 
until  their  successors  are  elected. 

The  elected  members  of  the  executive  committee  shall  be  divided 
into  three  classes,  of  equal  number,  each  class  holding  office  for 
three  years  and  until  their  successors  have  been  elected,  provided 
that  at  the  first  election  held  after  the  adoption  of  these  by-laws, 
three  classes  shall  be  established,  of  three  members  each,  to  hold 
office  for  terms  expiring  at  the  time  of  the  first  annual  meeting  of 
the  corporation  for  the  election  of  officers  and  of  the  next  two  suc- 
ceeding annual  meetings  respectively,  and  thereafter  three  members 
shall  be  elected  at  each  annual  election,  for  a  term  of  three  years, 
and  also  such  additional  members,  if  any,  as  may  be  necessary  to 
fill  vacancies,  to  hold  office  during  the  remainder  of  the  terms  of  the 
members  whose  places  they  fill.  Xo  member  shall  be  eligible  for 
re-election  to  the  committee  to  succeed  himself,  but  this  provision 
shall  not  be  applicable  to  cx-officio  membership  therein. 

Two  persons  residing  in  the  Dominion  of  Canada  may  be  elected 
annually  to  serve  as  honorary  members  of  the  executive  committee. 

A  vacancy  in  any  office  or  in  the  membership  of  the  executive 
committee  may  be  filled  by  the  executive  committee  for  the  unex- 
pired term. 

The  executive  committee  may  appoint  such  other  officers  and 
agents  as  it  may  deem  appropriate  to  the  purposes  of  the  association, 
to  .serve  during  the  pleasure  of  the  committee. 
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ARTICLE  V 
Duties  of  Officers  and  Committees 

Section  1.  The  executive  committee  shall  manage  the  affairs  of 
the  association,  subject  to  the  provisions  of  the  certificate  of  in- 
corporation and  of  these  by-laws.  All  appropriations  of  the  funds 
of  the  association  must  be  authorized  or  approved  by  the  executive 
committee.  Meetings  of  the  executive  committee  shall  be  held  at 
such  times  as  the  committee  may  determine.  At  such  meetings  a 
majority  of  the  committee  shall  constitute  a  quorum. 

The  executive  committee  shall  have  power  to  appoint  standing 
or  special  committees  and  prescribe  their  duties. 

The  executive  committee  shall  have  full  power  and  authority,  in 
the  interval  between  meetings  of  the  association,  to  do  all  acts  and 
perform  all  functions  which  the  association  itself  might  do  or  per- 
form, except  that  it  shall  not  have  power  to  amend  the  certificate 
of  incorporation  or  the  by-laws. 

The  executive  committee  may  authorize  the  president,  or  in  his 
absence  or  inability  to  act,  the  vice-president,  the  secretary  and  the 
treasurer  to  exercise  all  the  powers  and  functions  of  the  committee, 
with  respect  to  matters  and  things  arising  in  the  routine  manage- 
ment of  the  association,  requiring  the  formal  action  of  the  officers, 
during  the  intervals  between  the  meetings  of  the  committee. 

Section  2.  The  president  shall  be  the  chief  executive  officer  of 
the  association  and  shall  preside  at  the  meetings  of  the  association 
and  of  the  executive  committee,  and  shall  perform  such  other  duties 
as  the  executive  committee  shall  prescribe. 

In  case  of  the  absence  or  inability  of  the  president,  the  duties  of 
the  office  shall  be  performed  by  the  vice-president,  and  in  his  ab- 
sence, by  such  member  of  the  executive  committee  as  that  committee 
may  designate  for  the  purpose. 

Section  3.  The  secretary  shall  keep  a  record  of  the  proceedings 
of  all  meetings  of  the  association  and  of  all  other  matters  of  which 
a  record  shall  be  ordered  by  the  association. 

He  shall  issue  notices  of  all  meetings  of  the  association  and  shall 
perform  such  other  duties  as  may  from  time  to  time  be  assigned 
him  by  the  association  or  the  executive  committee. 

Section  4.  The  treasurer  shall  keep  a  complete  roll  of  the  mem- 
bers. He  shall  have  the  care  and  custody  of  all  funds  and  property 
of  the  association  and  shall  deposit  the  funds  of  the  association  in 
such  banks  or  depositories  as  the  executive  committee  shall  desig- 
nate. He  shall,  under  the  direction  of  the  executive  committee, 
disburse  all  moneys  and  sign  all  checks  and  orders  for  the  payment 
of  money.  He  shall,  when  authorized  by  the  executive  committee, 
execute  the  papers  necessary  for  the  transfer  of  any  property  or 
securities  of  the  association.     He  shall  perform  all  the  acts  incident 
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to  the  position  of  treasurer  and  may,  in  the  discretion  of  the  execu- 
tive committee,  be  required  to  give  an  appropriate  bond,  at  the 
expense  of  the  association. 

His  accounts  shall  be  audited  by  a  committee  of  the  association 
or  otherwise,  as  the  association  may  prescribe,  and  he  shall  at  the 
annual  meeting  make  report  of  the  financial  transactions  of  the 
association  for  the  past  year. 

ARTICLE  VI 
Proceedings  and  Publications 

Section  1.  The  association  shall  provide  for  the  publication  and 
distribution  of  the  proceedings  of  the  annual  conference. 

Section  2.  The  executive  committee  shall  authorize  the  terms 
of  sale  or  of  distribution  of  all  publications  issued  by  the  association. 

ARTICLE  VII 

Construction 

The  word  "  state "  whenever  used  in  these  by-laws  shall  be 
deemed  to  comprise  state,  territory,  the  District  of  Columbia,  an 
insular  or  other  possession  of  the  United  States  or  a  place  over 
which  the  United  States  exercises  extra-territorial  jurisdiction,  and 
a  Canadian  province. 

ARTICLE  VIII 

Amendments 

Section  1.  These  by-laws  may  be  amended  at  any  annual  or 
special  meeting  of  the  association  by  a  two-thirds  vote  of  all  mem- 
bers present ;  provided,  the  full  text  of  the  proposed  amendment 
shall  have  been  submitted  to  the  members,  either  by  publication  in 
the  Bulletin  of  the  association  or  by  mailing  the  same  to  each 
member  at  least  thirty  days  prior  to  the  meeting. 


FIRST  SESSION 

^loxDAY,  October  1,  1934,  8 :  00  P.  M. 

President  Alfred  E.  FIolcomb  presiding. 

President  A.  E.  Holcomb  :  The  Twenty-Seventh  Annual  Con- 
ference sponsored  by  the  National  Tax  Association  of  this  country 
will  now  be  in  order.  We  are  fortunate  in  having  with  us  tonight 
representatives  of  the  state  and  city  governments  of  the  state  of 
Massachusetts  and  the  city  of  Boston.  We  are  also  fortunate  in 
having  as  vice-president  of  the  association  an  official  of  the  state 
of  Massachusetts,  and  I  am  going  to  ask  the  vice-president  to  intro- 
duce the  gentlemen  who  are  to  welcome  us  to  this  city— Mr.  Henry 
F.  Long. 

Vice-President  Henry  F.  Long:  Mr.  President  and  Friends  of 
the  association :  It  is  a  pleasure  to  have  you  all  in  Massachusetts. 
I  presume  you  know,  but  I  want  to  make  it  clear  to  you,  that  this, 
particular  part  of  the  United  States  is  a  Commonwealth  by  virtue 
of  having  been  so  designated  from  the  beginning  of  its  existence, 
as  is  so  called  in  its  constitution.  We  are  glad  to  welcome  you 
here  for  the  reason  that  from  our  shores  developed  largely  what  is 
America.  It  just  happens  that  I  come  from  that  part  of  Massachu- 
setts which  is  the  Puritan  development.  His  Excellency,  Governor 
Joseph  B.  Ely,  had  expected  up  until  the  last  moment  to  come  and 
welcome  you,  but  finding  it  impossible  has  very  graciously  sent  his 
secretary,  Robert  Fiske  Bradford,  and  I  want  to  say  a  word  about 
him  for  the  reason  that  it  is  something  that  you  should  know.  It 
is  not  always  that  the  Puritan  part  of  Massachusetts  agrees  with 
the  Pilgrim  part  of  Massachusetts,  and,  coming  from  the  Puritan 
part  of  Massachusetts — a  group  that  perhaps  cared  less  about  re- 
ligion than  the  Pilgrim  part,  but  more  about  freedom  and  the 
development  of  commerce — I  take  it  that  it  is  perfectly  within  my 
province  to  introduce  Mr.  Bradford,  who  is  of  the  ninth  generation 
of  Governor  Bradford  of  the  Plymouth  days.  Only  a  short  while 
ago  Mr.  Bradford  stood  with  one  foot,  or  perhaps  both  feet,  on 
Plymouth  Rock,  and  spoke  over  the  radio  in  a  nation-wide  hook-up. 
I  hope  that  all  of  you  heard  him.  In  any  event,  so  many  of  you 
have  come  from  all  over  the  Union  that  it  gives  me  a  great  deal  of 
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pleasure  to  have  you  come  to  Massachusetts  and  meet  one  who  is 
connected  directly  with  Plymouth  Rock,  which  I  hope  all  of  you 
will  see  before  you  return  to  your  homes.  It  is  a  very  great  pleasure 
for  me  to  introduce  Mr.  Bradford  as  representative  of  His  Excel- 
lency, the  Governor,  to  welcome  you  as  one  of  the  representatives  of 
the  Pilgrim  ancestry  of  the  Union.  It  can  be  said  of  him  and  his 
people  that  down  through  the  generations  they  have  kept  the  path 
of  the  Mayflower  open.  I  am  going  to  ask  Mr.  Bradford  to  welcome 
you  all  on  behalf  of  the  Governor  of  this  The  Commonwealth  of 
Massachusetts — Mr.  Bradford. 

Robert  Fiske  Bradford  (Massachusetts)  :  Mr.  President,  Mr. 
Chairman,  Distinguished  Guests  and  Members  of  the  National  Tax 
Association :  I  am  happy  to  bring  to  this  great  gathering  the  greet- 
ings and  welcome  of  His  Excellency  the  Governor  of  the  Common- 
wealth, Joseph  B.  Ely. 

I  am  sorry  Governor  Ely  cannot  be  here  tonight  in  person.  I 
know  he  would  be  greatly  heartened  at  the  sight  of  such  a  group  as 
this  preparing  such  a  well-conceived  program  to  study  the  many 
ramifications  of  what  has  become  perhaps  our  greatest  national  prob- 
lem— that  of  scientific,  efficient,  and  yet  equitable  taxation. 

And  I  think  the  Governor  would  be  relieved  and  heartened  for 
another  reason  as  well.  He  is  soon  to  go  out  of  office.  His  only 
continuing  public  function  will  be  that  of  a  taxpayer.  In  that 
capacity  I  know  it  would  do  him  good,  as  it  does  me,  to  look  into 
the  faces  of  all  of  you  tax-gatherers,  and  to  see  that  at  heart  you  are 
human  after  all. 

Point  of  view  has  a  great  deal  to  do  with  a  good  many  things. 
Take  the  question  of  automobiles,  for  instance.  When  you  are  driv- 
ing you  have  nothing  but  impatience,  contempt,  and  annoyance  for 
the  pedestrian  and  his  puny  attempts  to  get  out  of  your  path.  He  is 
so  futile — and  so  dumb.  But  put  yourself  on  your  own  two  legs 
for  a  change;  become  a  pedestrian  for  a  time.  Have  you  anything 
but  a  bitter  and  undying  hatred  for  the  arrogance,  the  blood-lust, 
and  the  stupidity  of  the  motorist  ?  He  is  so  over-bearing,  so  utterly 
bad — and  so  dumb.  It  is  much  the  same  way  with  the  problem  of 
taxation. 

As  a  taxpayer  I  should  have  a  congenital  hate  for  the  whole  lot 
of  you.  You  are  the  oppressors  of  the  poor.  You  are  always  trying 
to  screw  the  last  penny  out  of  us,  spending  your  days  grinding  us 
into  the  dust,  and  your  nights  lying  awake  thinking  up  new  methods 
of  extortion.  But,  put  on  the  toga  of  a  public  official  for  a  time. 
Instantly,  in  the  twinkling  of  an  eye  your  sympathies  go  out  to  the 
poor  down-trodden  tax-gatherer — always  under  foot,  harrassed,  ham- 
pered at  every  turn,  and  trying  only  to  find  in  his  self-sacrificing 
way  some  means  of  providing  the  revenue  which  the  public  is  so 
eager  to  spend. 
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Let  us  take  Henry  Long-  as  a  typical  instance.  You  see  him 
there  now,  smiling,  affable,  as  mild  a  man  as  anyone  would  care  to 
meet.  It  is  true  he  has  probably  had  a  good  dinner,  but  even  allow- 
ing for  an  after-dinner  benevolence,  is  he  not  a  model  human  at 
peace  with  the  world,  with  himself,  and  with  his  fellowmen  ?  Would 
you  believe  that  this  same  Henry  Long  is  undoubtedly  the  indi- 
vidual in  Massachusetts  we  most  love  to  hate?  Do  any  of  you 
remember  the  old  days  of  the  road  shows  of  Uncle  Tom's  Cabin? 
Do  you  remember  Simon  Legree?  Somebody  had  to  play  the  part 
of  Simon  Legree,  and  if  he  didn't  play  it  well,  if  the  crowd  missed  a 
chance  to  boo  and  hiss  and  threaten  him  within  an  inch  of  his  life, 
two-thirds  of  the  play  fell  flat.  Well,  Henry  Long  is  the  Simon 
Legree  of  the  Commonwealth,  and  why?  Because  year  after  year 
he  spends  his  days  and  nights  thinking  up  an  intelligent,  well- 
conceived,  fair,  reasonable,  and  effective  tax  structure  for  Massa- 
chusetts —  and  year  after  year,  just  as  regularly,  the  Legislature 
throws  out  three-quarters  of  his  plans  and  modifies  the  rest.  But  we 
are  very  proud  of  Henry  Long.  We  think  he  is  the  finest  tax  com- 
missioner in  this  and  forty-seven  other  states,  —  but  how  we  love 
to  hate  him ! 

Now,  Henry  was  kind  enough  in  his  condescending  Puritan  way 
to  say  a  few  nice  things  about  the  Pilgrims.  I  thought  he  was 
going  to  ask  you  to  sympathize  with  them  in  their  difficulties — -that 
"  stern  and  rock-bound  coast "  down  there  among  the  sands  of  Cape 
Cod  and  the  bleak  New  England  winter.  The  Pilgrims  did  have 
their  hardships,  but  they  had  no  income  tax  to  wrestle  with.  Taxa- 
tion was  a  simple  problem  for  them — so  many  beaver  pelts,  so  many 
ears  of  corn,  so  many  dried  cod  fish,  set  aside  out  of  each  man's 
pile  for  the  common  storehouse.  No  man  could  be  greatly  in  need 
because  his  well-being  was  the  well-being  of  the  entire  community, 
and  apart  from  the  underwriters  of  the  enterprise  in  England,  for 
whom  a  certain  portion  of  the  income  (one-seventh,  I  think)  in 
furs  and  fish,  and  so  on,  was  set  aside  each  year,  what  each  man 
wrested  from  the  soil  and  from  the  sea  was  his  own  with  no  further 
governmental  claims  upon  it. 

Contrast  the  situation  today.  The  town,  the  district,  the  county, 
the  state,  and  the  nation — all  have  their  claims ;  interlocking,  con- 
flicting and  confusing.  The  need  for  public  funds  is  constantly  in- 
creasing, yet  no  source  of  revenue  can  be  tapped  without  awakening 
a  vigorous  and  outraged  protest  from  a  large,  determined  and  ex- 
tremely sensitive  group — manufacturers,  owners  of  real  estate,  users 
of  tobacco,  users  of  gasoline — in  fact  the  entire  problem  has  reached 
such  confusing  proportions  that  the  purpose  of  taxation  is  lost  sight 
of  in  the  mass  of  conflicting  demands.  Why,  I  even  heard  of  a 
successful  campaign  slogan  used  by  a  candidate  for  alderman  in  a 
middle- western  state  this  fall,  who  won  his  fight  on  the  platform: 
■■  Damn  the  public,  Em  for  the  people." 
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You  are  met  here  to  exchange  ideas,  "to  discuss,  and  I  hope,  to 
enjoy  yourselves.  We  are  glad  you  came  here  to  Boston.  We  are 
still  proud  of  the  Old  Bay  State,  not  only  because  of  Henry  Long's 
tax  structure,  but  because  of  the  geographical  and  natural  structure, 
and  the  historical  structure  as  well.  You  will  see  during  your  stay 
here  shrines  of  American  Liberty  at  every  turn.  Perhaps  if  the 
Puritans  will  let  you,  you  will  go  down  to  old  Plymouth.  You  will 
undoubtedly  motor  through  the  brilliant  foliage  of  "  every  Middle- 
sex village  and  farm  "  to  Concord  and  Lexington.  You  may  climb 
Bunker  Hill  monument  and  inspect  Faneuil  Hall.  You  will,  I  think, 
derive  a  certain  amount  of  amusement  from  the  winding  cowpaths 
that  have  become  our  city  streets,  where  you  will  find  that  constitu- 
tional liberty  of  the  individual  is  still  so  highly  regarded  in  Boston 
that  even  a  pedestrian  remains  unmolested  if  he  abandons  the  side- 
walks and  walks  the  streets  instead. 

You  should  remember  while  you  are  here,  however,  that  yours  is 
not  the  first  convention  of  citizens  interested  in  taxation  which  has 
gathered  in  the  vicinity  of  Boston.  Not  such  a  great  time  ago,  in 
the  summer  and  fall  of  1775  and  the  winter  of  '76,  thousands  and 
thousands  of  citizens  coming  like  you  from  the  four  corners  of  the 
land,  gathered  on  our  neighboring  hills  and  trained  their  guns  on 
the  city  and  the  little  bay  now  filled  by  the  land  on  which  this  hotel 
rests,  and  on  the  British  ships  in  the  harbor.  They  assembled  be- 
cause of  their  belief  that  a  great  fundamental  principle  was  being 
violated — that  there  was  taxation  without  representation.  Now  you 
are  assembled  here.  So  far  as  T  can  see  you  have  not  brought  guns 
with  you,  but  you  are  interested  in  fundamental  principles  too.  Per- 
haps— and  I  leave  this  thought  with  you — you  may  even  achieve  a 
higher  ideal  than  the  end  of  taxation  without  representation.  You 
may  even  achieve  an  ideal  which  is  fast  becoming  the  national 
watchword  of  larger  and  larger  numbers  of  our  formerly  sturdy, 
independent,  and  self-reliant  citizens  —  the  ideal  of  representation 
without  taxation ! 

Henry  F.  Long  (Massachusetts)  :  Mr.  Bradford,  we  are  very 
grateful  to  you  personally  and  collectively. 

We  have  the  good  fortune  of  having  the  Mayor  of  Boston  with 
us,  who,  as  a  Bostonian,  always  has  shown  a  very  deep  interest  in 
the  affairs  not  only  of  Boston  but  the  Commonwealth.  He  has 
served  as  state  treasurer  of  The  Commonwealth  of  Massachusetts. 
He  has  ever  been  a  leader  at  the  Bar,  actively  interested  in  the  best 
development  of  our  bar  associations  and  always  motivated  by  the 
best  ethics  of  our  legal  fraternity.  He  has  come  to  rule  over  the 
city  of  Boston  at  a  time  when  the  very  greatest  strength  a  person 
possesses  is  required,  and  when  all  of  the  energy  that  anyone  can 
muster  must  be  brought  to  bear  upon  the  problem  as  he  finds  it. 
The  mayor   of   Boston   is  an   extremely   busy   individual.      Boston, 
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while  a  city  covering  a  large  area,  is  at  the  same  time  composed 
of  citizens  who  are  a  singularly  collective  group  of  people,  who  like 
to  see  their  mayor,  and  enjoy  having  him  come  to  their  gatherings. 
I  suspect  the  mayor  of  Boston  tonight  hasn't  only  this  gathering  but 
many  others  to  which  he  must  go.  In  fact,  I  know  that  he  has  two 
or  three  to  which  he  must  hasten,  after  he  welcomes  this  group. 
Now,  personally,  I  am  pleased  to  have  him  here  for  this  reason: 
In  attendance  at  a  great  many  of  these  conferences  throughout  the 
country  we  have  found  that  the  mayors,  although  very  frequently 
mentioned  on  the  program  as  being  there  to  welcome  the  group, 
have  generally  been  missing.  I  do  not  remember,  in  all  of  the 
attendance  that  I  have  had  at  the  various  tax  conferences,  of  ever 
seeing  a  real  mayor  of  any  of  the  communities  of  the  nation  in 
which  we  have  held  our  conferences,  and  therefore  I  want  to  intro- 
duce to  you  a  Bostonian  and  a  real  mayor — Mayor  Mansfield. 

!Mayor  Frederick  W.  Mansfield  :  Mr.  President,  Ladies  and 
Gentlemen,  Members  of  the  tax  conference :  It  gives  me  great  pleas- 
ure to  be  here  tonight  to  greet  you  and  to  welcome  you  to  the  city 
of  Boston.  I  think  perhaps  you  do  not  know  quite  what  the  ex- 
tremes can  be  in  Massachusetts,  but  you  have  an  example  of  it  here 
because  the  last  speaker,  Mr.  Bradford,  is  descended  from  the  May- 
flower. He  represents  the  Commonwealth,  in  this  great  old  Bay 
State.  As  to  the  speaker  now  before  you,  his  ancestors  came  here 
in  1861  in  a  Cunarder  that  landed  at  Castle  Island. 

I  suppose  in  your  twenty-seven  years  of  existence  that  you  have 
never  had  a  meeting  as  important  as  this  one.  That  may  or  may 
not  be  true.  Probably  in  the  years  that  have  gone  by  you  have 
been  in  conference  when  the  times  seemed  to  be  just  as  hard,  and 
the  way  out  of  our  difficulties  just  as  hard  as  they  are  now.  That 
may  be,  but  as  far  as  I  have  any  opinion  on  the  matter,  I  think  that 
probably  this  will  prove  to  have  been  a  most  important  meeting, 
because,  certainly,  the  eye  of  every  governor  and  every  mayor  is 
upon  you  at  the  moment.  Of  all  the  great  problems  that  confront 
us,  there  is  none,  I  think,  quite  so  difficult,  quite  so  impressive  at 
the  moment  as  the  problem  of  taxation.  I  suppose  we  all  agree  that 
the  real  estate  taxpayer  has  reached  the  end  of  his  rope,  that  there 
must  be  some  new  ways  of  raising  revenue  found  in  order  to  relieve 
him.  It  has  always  seemed  to  me  that  there  has  been  something 
wrong  in  our  scheme  of  taxation,  where  so  much  of  the  burden  had 
to  be  borne  by  the  owners  of  real  property.  Of  course,  I  know  the 
old  theory  of  taxation,  that  it  should  bear  equally  upon  all  property, 
and  it  has  been  called  a  property  tax,  meaning,  of  course,  to  in- 
clude personalty  with  real  property.  But,  I  think  we  will  all  agree, 
at  least  every  mayor  knows,  that  there  is  only  one  real  source  from 
which  money  can  be  obtained  to  carry  on  municipal  government, 
and  that  is  from  the  real  estate  tax.     Although  we  have  a  tax  that 
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is  supposed  to  reach  personal  property,  it  is  almost  impossible  to 
make  that  tax  work,  and  you  all  know  why.  Real  property  is  some- 
thing that  cannot  be  hidden,  it  is  there,  it  can  be  reached  and  seen, 
and  it  is ;  and  personal  property  may  be  concealed  and  therefore  it 
escapes  taxation.  The  result  has  been  that  for  years,  in  fact  always, 
the  entire  burden  of  carrying  on  expense  of  government  has  fallen 
upon  the  real  estate  taxpayer.  I  note  by  looking  at  the  folder  you 
have  printed  here  that  some  of  the  topics  of  discussion  bear  directly 
upon  that  point — some  way  of  relieving  the  real  estate  taxpayer, 
some  way  of  obtaining  revenue  from  new  sources,  so  that  the  real 
estate  taxpaj^er  will  not  bear  the  entire  burden. 

This  is  a  hard  time  on  mayors.  You  do  not  expect  me  to  give 
you  any  advice  or  even  to  enlighten  you  in  the  slightest  degree 
about  these  perplexing  questions,  because  really  it  is  with  consider- 
able timidity  that  I  rise  to  speak  to  you  at  all.  I  know  that  you 
know  far  more  about  the  subject  of  taxation  than  I  shall  ever  know. 
It  is  for  you  to  help  us,  you  who  are  experts  in  this  particular  field, 
with  an  experience  covering  so  many  years.  We  look  to  you  confi- 
dently for  relief  here,  or  something  that  will  provide  the  money  to 
carry  on  the  expenses  of  government,  and  at  the  same  time  will 
relieve  the  real  estate  owner  from  the  heavy  burden  under  which  he 
is  groaning.  In  gazing  upon  these  faces  before  me  tonight,  it  seems 
to  me  that  if  we  cannot  find  relief  here,  with  all  these  men  of  in- 
tellect, who  have  devoted  their  lives  to  this  subject,  then  we  cannot 
find  it  anywhere.  I  am  reminded  just  at  the  moment  of  a  little 
remark  made  by  Mayor  Hoan  of  jMilwaukee,  at  the  conference  of 
mayors  in  New  York  a  week  or  so  ago,  where  I  was  present.  We 
were  at  luncheon  at  the  Advertising  Club,  and  each  of  the  visiting 
mayors  was  given  five  minutes  to  speak,  and  Daniel  Hoan,  the 
mayor  who  has  been  in  office  for  nearly  twenty  years — very  able, 
witty,  clever — made  a  very  telling  speech.  Everybody  liked  it  and 
applauded  it  greatly ;  and  he  wound  up  something  like  this :  as  he 
turned  away  from  the  microphone  he  said,  "  With  this  country 
having  the  greatest  resources  in  the  world,  the  richest  country  of  all, 
if  we  cannot  solve  these  difficulties,  then  it  is  time  for  us  to  put  our 
heads  together  and  make  block  pavement."  It  is  time,  I  think,  for 
men  and  women  such  as  I  see  before  me,  to  put  their  heads  together 
not  for  the  purpose  of  making  block  pavement  but  for  the  purpose 
of  helping  us  in  our  difficulties.  Every  governor  and  every  mayor 
certainly  sincerely  wishes  to  have  life  made  easier  for  everyone  in 
the  community.  The  governors  and  the  mayors  haven't  the  time, 
perhaps,  haven't  the  ability,  haven't  the  experience,  haven't  the 
special  knowledge  to  devote  to  solving  these  problems,  so  those  prob- 
lems devolve  upon  you,  who  know  them  better  than  I  can  ever  know 
them ;  and  that  is  why  we  look  to  you  so  confidently  for  some  relief, 
for  you  lo  devise  new  ways  of  meeting  and  sustaining  these  burdens. 
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We  hope  you  will  be  very  happy  here  in  Boston.  As  Air.  Brad- 
ford has  told  you,  Boston  and  its  vicinity  is  peppered  with  historic 
shrines.  At  almost  every  turn  and  twist  of  our  old  streets  you  will 
find  some  historic  place,  some  corner,  some  formation  of  the  paving 
stones,  perhaps,  that  tells  the  visitor  that  upon  that  spot  some  great 
event  took  place.  We  want  you  who  have  never  been  here  before 
to  visit  them  and  to  love  Boston  and  Massachusetts  as  we  love  it 
here.  I  hope  during  the  next  three  or  four  days  to  run  in  on  you 
often,  because  there  are  subjects  that  will  come  up  for  discussion 
and  papers  which  will  be  read  which  I  know  will  be  of  interest  to 
Boston  and  to  me.  If  I  cannot  be  here  during  these  sessions,  some- 
one will  be  here  representing  me,  either  the  corporation  counsel. 
Mr.  Henry  E.  Foley,  with  whom  I  talked  about  this  matter  today, 
or  our  tax  collector,  or  our  assessors,  or  someone  will  be  here 
always,  and  listening  to  what  is  being  discussed,  to  bring  what  they 
gather  from  these  meetings  back  to  me  if  I  cannot  get  here  myself, 
because  I  assure  you  that  nothing  interests  me  more  than  this  prob- 
lem that  is  now  confronting  you. 

Again  I  say  that  I  am  very  happy  to  have  the  opportunity  of 
greeting  you  and  officially  to  welcome  you  here  to  Boston.  When 
Henry  Long  wrote  to  me  in  July  asking  me  if  I  could  set  aside  this 
date,  he  mentioned  the  fact  that  although  the  conference  had  met  in 
many,  many  cities,  they  had  never  yet  been  greeted  by  a  mayor  in 
person,  and  I  replied  saying  that  I  would  put  the  date  upon  my  book 
and  if  it  were  possible  I  would  be  here,  in  order  to  break  that  record. 
So,  I  am  happy  indeed  to  become  famous  among  you  for  one  thing, 
and  that  is  to  be  the  first  real,  live  mayor  who  really  has  welcomed 
you  to  the  city  in  which  you  were  conferring.  I  hope  you  will  have 
a  happy  time  here.  If  during  your  stay  there  is  anything  that 
Boston  can  do  to  make  it  happier  and  more  profitable,  all  you  have 
to  do  is  to  have  Henry  Long  get  in  touch  with  me. 

President  A.  E.  Holcomb  :  We  certainly  appreciate  the  record- 
breaker  that  we  have  just  heard,  and  the  previous  one  by  the  repre- 
sentative of  the  governor.  It  is  customary  and  appropriate  for  us 
to  make  some  recognition  of  the  efforts  of  these  gentlemen,  and  to 
say  a  few  words  in  response.  I  am  going  to  call  upon  a  member 
who  has  been  a  faithful  attendant  upon  these  conferences,  Mr.  Royal 
B.  Gushing  of  Illinois,  to  say  a  few  words. 

Royal  B.  Cusiiixg  (Illinois)  :  Mr.  Chairman,  Air.  Bradford  and 
Alayor  Mansfield  and  Friends,  it  is  with  pleasure  that  I  respond  to 
these  gracious  words  of  welcome,  and  express  appreciation  of  the 
extension  of  hospitality  from  this  historic  city,  this  hub  of  intellec- 
tual culture  and  art,  whose  influences  have  reached  out  all  over  this 
country.  When  I  first  planned  to  come  here  I  was  worried  a  little 
about  the  route  and  the  way.  Mrs.  Gushing  and  I  decided  to  drive. 
A  friend  who  was  with  us  said,  ''  That  is  all  right,  as  soon  as  you 


8  NATIONAL  TAX  ASSOCIATION 

reach  New  England  just  follow  any  road  and  it  will  lead  to  Boston," 
and  it  was  even  so.  We  wanted  to  find  where  the  real  hub  was  this 
morning.  We  just  came  rolling  along  and  rolling  along,  and  finally 
I  think  we  reached  the  hub.  At  the  time  we  reached  it,  it  seemed 
as  if  every  car  in  the  Commonwealth  had  also  reached  it.  I  hope 
I  am  right,  there  —  isn't  the  hub  the  intersection  of  Tremont  and 
Beacon  streets  ?  That  seemed  to  be  the  hub  today,  certainly.  What 
a  traffic  jamb  there  was !  We  looked  ahead  at  the  traffic  officer, 
and,  coming  from  Chicago,  as  I  do,  I  expected  soon  to  hear  words 
that  were  very  forcible  if  not  elegant.  I  can  only  describe  it  by 
the  use  of  Chicago  terms.  I  am  sorry  to  have  to  use  these  words  in 
Boston.  I  expected  to  hear  a  grand  bawling  out  of  someone;  but, 
no,  a  few  graceful  gestures  with  a  gloved  right  hand  and  then  with 
a  gloved  left  hand,  and  traffic  moved  on  and  we  soon  arrived  at  our 
hotel.  Mayor  IMansfield,  I  want  to  congratulate  you  and  the  police 
force  on  their  highly  efficient  manner  of  handling  traffic.  If  the 
white  gloves  make  all  the  difference,  I  am  going  to  recommend  them 
to  our  mayor  when  I  get  back  to  Chicago. 

It  seems  to  me,  Mr.  Chairman,  that  this  is  a  fitting  place  for  this, 
the  Twenty-seventh  Annual  Conference.  As  I  looked  out  of  my 
hotel  windows  toward  Boston  Harbor,  I  thought  of  my  early  history 
study,  of  that  famous  time  a  little  over  a  century  and  a  half  ago — 
back  of  the  time  you  spoke  of,  Mr.  Bradford  —  when  there  was  a 
famous  Tea  Party  here.  If  I  remember,  the  good  people  of  Boston 
then  were  on  a  tax  strike,  and,  like  some  of  our  real  estate  taxpayers 
out  west,  just  would  not  pay  taxes.  They  preferred  to  dump  the 
tea  in  Boston  Harbor.  England  did  not  handle  that  situation  very 
well.  That  was  a  time,  I  think,  for  the  adjustment  of  tax  burdens 
and  tax  conferences,  but  of  course  in  Great  Britain  there  was  no 
National  Tax  Association  then.  If  there  had  been  I  suppose  history 
might  have  been  very  different. 

Mr.  Bradford,  you  spoke  of  the  tax-gatherers  here.  I  wish  to 
suggest  that  these  tax  conferences  are  not  only  made  up  of  tax- 
gatherers  but  of  taxpayers  and  representatives  of  taxpayers.  Not 
only  that :  we  have  a  third  element,  the  balance  of  power  as  it  were, 
the  balance  wheel.  We  might  call  it  our  own  brain  trust,  our  tax 
theorists,  political  economists,  professors  of  universities  from  all 
over  the  land,  to  advise  us.  Perhaps  it  is  the  softening  effect  of 
these  taxpayers  in  the  audience  that  changed  the  expression  that 
you  expected  to  find  reflected  back  to  the  platform. 

We,  as  taxpayers  and  representatives  of  taxpayers,  are  accus- 
tomed to  work  with  the  tax  gatherers  and  the  tax  administrators, 
and  we  find  that  things  move  along  pretty  evenly,  generally.  Quite 
often  we  may  feel  we  have  the  short  end  of  the  whiffletree  in  pulling 
things  together.  I  don't  happen  to  be  in  touch  with  the  tax  admin- 
istration in  Massachusetts,  but  I  understand  that  here  the  tax 
gatherer  or  the  tax  administrator  always  has  the  "  long  end." 
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We  are  certainly  grateful  for  the  personal  appearance  of  Mayor 
Mansfield  and  not  representation  by  proxy  on  this  occasion.  I  know 
from  my  own  experience  that  it  is  a  notable  one  in  that  regard. 
We  are  all  pleased  to  be  here  and  look  forward  to  a  very  happy 
session;  and  I  notice  the  first  thing  upon  the  program  is  the  dis- 
cussion tomorrow  morning  of  relief  of  the  real  estate  taxpayer. 
Thank  you. 

President  A.  E.  Holcome  :  We  will  now  ask  a  representative 
of  the  south  to  make  a  few  observations,  a  student  of  these  meet- 
ings, Mr.  W.  R.  Bradley  of  South  Carolina. 

W.  R.  Bradley  (South  Carolina)  :  Mr.  President,  Mr.  Mayor, 
Mr.  Bradford  and  Ladies  and  Gentlemen:  South  Carolina  is  de- 
lighted to  say  "  Howdy "  to  the  great  Commonwealth  of  Massa- 
chusetts. Down  there  somewhere  not  many  moons  ago  there  was  a 
mayoralty  race.  It  was  a  rather  tight  race,  and  strange  to  say — 
and  it  might  seem  wonderful  to  some  of  you  people  north  of  Mason's 
and  Dixon's  Line— they  had  some  democratic  "  niggers  "  down  in 
that  town,  and  the  mayor  concluded  that  he  had  better  go  out  and 
see  if  he  could  not  gather  some  of  the  democratic  votes  from  those 
darkies.  He  went  out  one  day  and  met  his  colored  friend  Isham 
on  the  street,  and  said,  "  Isham,  you  know  I  am  running  for  mayor, 
don't  you  ?"  Isham  said,  "  Yass,  boss,  I  got  some  sort  of  an  inti- 
mation that  you  is  running  for  some  office  or  other,  but  I  aint  never 
been  financially  informed  of  the  fact." 

South  Carolina  is  pleased  to  be  here  to  get  some  financial  infor- 
mation, and  I  am  satisfied  that  if  we  keep  our  ears  open  during  the 
discussions  that  go  on  here,  we  will  be  greatly  benefitted  by  attend- 
ance upon  these  meetings. 

We  had  an  old  fellow  down  in  South  Carolina  who  was  very  fond 
of  "  snake-bite."  He  went  over  to  a  neighbor's  house  to  see  the 
neighbor  one  day,  and  his  path  led  him  over  about  five  rail  fences. 
He  made  the  trip  over  to  the  neighbor's  all  right.  After  the  neigh- 
bor had  set  out  the  little  brown  jug,  and  after  contemplation  over 
that  jug  for  long  hours,  he  started  back  home.  He  got  over  the 
first  rail  fence  all  right,  and  came  to  the  second  fence ;  he  managed 
to  get  over  that.  He  then  undertook  to  get  over  the  third  one.  He 
got  over.  Then  he  came  to  the  fourth  fence;  he  got  up  on  the 
fence  but  he  could  not  make  it,  and  fell  down.  An  old  rattlesnake 
was  right  there  in  the  corner,  rattling  his  rattles.  The  old  fellow 
saw  the  situation,  and  said,  "  Dawgone  you,  bite,  I  never  was  better 
prepared." 

South  Carolina  is  prepared  in  mind  and  resources  to  face  these 
problems,  but  we  want  the  help  to  know  how  to  do  it.  I  am  satis- 
fied that  we  will  be  helped  here.  South  Carolina  certainly  appre- 
ciates your  kindness,  Mr.  Mayor,  and  so  does  the  South,  and  some- 
time in  the  future,  when  yon  get  a  chance  to  get  off,  South  Carolina 
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would  be  delighted  to  show  you  over  the  state  and  welcome  you  to 
the  state,  and  I  am  satisfied,  sir,  that  you  would  enjoy  your  visit. 
Thank  you. 

President  A.  E.  Holcomb  :  We  have  another  speaker,  who  needs 
no  introduction,  an  ex-president  of  the  association,  always  accurate 
and  careful  in  his  statements,  and  always  interesting  in  his  talks. 
I  refer  to  Ex-President  Mark  Graves  of  New  York. 

Mark  Graves  (New  York)  :  Mr.  President,  Mr.  Mayor  and  Mr, 
Bradford:  I  listened  with  a  great  deal  of  interest  to  the  last  pre- 
vious speaker.  Judging  from  his  story  about  financial  information, 
I  think  perhaps  he  should  be  in  Washington  rather  than  in  Boston. 

I  don't  know  just  why  I  am  called  upon  to  respond  to  the  wel- 
come we  have  received  from  the  state  of  IMassachusetts  and  from  the 
city  of  Boston.  I  am  very  much  in  the  position  of  a  chap  who  was 
up  at  Montreal  with  me  during  prohibition  days.  In  addition  to 
being  a  tax  commissioner,  I  interest  myself  with  civic  affairs. 
At  one  time  I  was  a  member  of  the  chamber  of  commerce  of  the 
city  of  Albany.  This  was  during  the  prohibition  era,  and  frequently 
chambers  of  commerce  in  those  days  conducted  tours  to  acquire  in- 
formation. Our  chamber  decided  to  have  such  a  tour  as  that,  and 
we  selected  IMontreal  as  the  first  place  we  should  visit.  While  we 
were  up  there,  we  took  one  of  those  sight-seeing  busses  around  the 
city.  I  was  very  much  interested  in  the  city,  as  a  lot  of  the  other 
fellows  were.  There  was  one  chap  sitting  in  the  back  seat  who 
apparently  absorbed  too  much  of  the  enthusiasm  of  the  city  of  Mon- 
treal. He  slept  most  of  the  way  arotmd  the  trip.  At  one  particular 
point  the  fellow  with  the  megaphone  said,  "  Now  gentlemen,  you  are 
passing  by  the  largest  distillery  in  Canada."  And  just  at  that  time 
the  fellow  in  the  back  seat  roused  and  said,  "  What  for  ?"  I  am 
just  in  a  little  quandary  as  to  the  reason  why  I  am  called  upon  to 
respond  to  this  welcome.  You  know,  I  have  been  journeying  around 
the  country  for  a  great  many  years,  and  whenever  I  get  into  New 
England  territory  I  have  two  inhibitions.  The  first  one  is  that  I 
never  dare  to  be  very  facetious,  and  I  shall  tell  you  the  reason  why. 
A  great  many  years  ago,  when  I  was  young  in  the  tax  game — to  tell 
you  how  young  that  was,  it  was  before  Henry  Long  got  into  it;  in 
those  days  Henry  was  brain-trusting  for  that  great  president,  Cal 
Coolidge — I  came  over  to  the  state  of  Vermont  to  attend  a  tax  con- 
ference. .\t  these  New  England  tax  conferences  they  ran  sort  of  an 
experience  meeting.  They  are  really  very  worthwhile  to  attend. 
The  first  thing  they  do  is  to  have  all  the  different  states,  by  their 
representatives,  get  up  and  tell  their  experiences,  very  much  like  a 
Methodist  meeting.  This  convention,  as  I  say,  was  held  up  in  Ver- 
mont, and  the  first  fellow  who  got  up  I  think  came  from  Massachu- 
setts, and  he  immediately  claimed  relationship  to  \'ermont,  because 
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he  was  born  in  Vermont;  and  then  some  chap,  from  perhaps  Con- 
necticut, got  up,  and  he  was  not  born  in  Vermont  but  his  wife  was 
born  there;  and  the  next  fellow  was  from  some  other  state;  neither 
he  nor  his  wife  was  born  in  Vermont  but  his  grandfather  or  his 
grandmother  was;  and  they  went  all  around  the  New  England 
States,  and  every  fellow  was  somehow  or  other  connected  with  the 
state  of  \'ermont.  The  only  real  connection  I  had  with  New  Eng- 
land was  that  my  forefathers  settled  down  at  Hatfield,  Massachu- 
setts sometime  in  the  1640's,  and  I  understood  that  one  of  my  ances- 
tral grandfathers  was  a  tax  collector  there.  I  never  was  able  to  get 
it  quite  clear  why  he  moved  from  there  to  New  York.  I  have  a 
little  suspicion  about  that.  In  order  to  make  the  story  a  good  one 
it  came  my  turn  to  speak.  I  said,  "  I  am  sorry  I  was  not  born  in 
\'ermont,  and  my  father  was  not,  and  my  mother  was  not,  and  none 
of  my  grandparents,  so  far  as  I  know,  but  I  did  come  over  to  Ver- 
mont once  in  my  younger  days,  and  I  met  a  girl,  and  I  kissed  her 
in  this  town."  That  seemed  to  fix  me  all  right  with  the  New  Eng- 
land people,  but  after  the  meeting  the  assessor  up  in  that  Vermont 
town  where  I  happened  to  be  speaking  at  that  time,  and  rather  an 
elderly  gentleman,  came  around  and  said,  "  Mr.  Graves,  I  have  been 
assessor  here  for  about  twenty-five  years;  I  think  I  know  every 
family  in  the  city  of  Burlington ;  would  you  mind  telling  me  the 
name  of  the  girl  that  you  kissed?"  One  of  my  inhibitions,  when  I 
get  into  New  England,  is,  that  I  never  attempt  to  be  frivolous  or 
facetious,  because  they  might  take  me  too  seriously.  The  other 
thing  is,  when  I  get  into  New  England,  particularly  in  the  vicinity 
of  Boston,  I  am  very  meticulous  about  the  use  of  my  language. 
I  know  how  precise  they  are  here.  I  am  reminded  of  a  story. 
A  certain  lady  had  a  Boston  bull-terrier.  He  was  rather  unruly, 
and  one  night  she  had  some  friends  in,  and  this  terrier  was  making 
a  terrible  fuss  around  the  house,  and  she  kept  saying  "  Now,  lay 
down,  lay  down."  One  of  the  guests  said  to  her,  "  You  know,  that 
is  a  Boston  bull-terrier,  and  you  must  say  '  lie  down  '  if  you  want 
him  to  obey." 

Mr.  Bradford,  we  greatly  appreciate  the  welcome  which  you  have 
extended  on  behalf  of  the  state  of  Massachusetts,  and.  Mayor  Mans- 
field, we  more  than  appreciate  the  cordial  welcome  you  have  given 
us  to  the  city  of  Boston.  Every  state  in  this  Union,  as  we  men 
who  come  from  the  other  states  appreciate,  has  gained  a  vast  amount 
of  inspiration,  of  learning,  of  respect  for  that  which  has  emanated 
from  the  great  Commonwealth  of  Massachusetts,  one  of  the  oldest 
commonwealths  in  the  country.  We  are  glad  to  be  here  on  the 
occasion  of  the  Twenty-seventh  Annual  Conference  of  the  National 
Tax  Association.  We  can  think  of  no  place  in  which  we  would 
rather  be  at  this  time.  We  shall  be  inspired  by  the  history  and  the 
traditions  of  the  city  and  the  state  in  which  we  are  present.     I  do 
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not  wish,  however,  to  have  you  labor  under  any  delusion  as  to  the 
purposes  or  the  nature  of  this  meeting.  We  are  not  here  to  help 
devise  new  methods  or  more  modern  methods,  or  any  kind  of 
methods  for  raising  increased  revenue  for  the  support  of  govern- 
ment. The  National  Tax  Conference  is  an  open  forum  in  which 
people  may  appear  and  have  an  opportunity  to  express  their  thoughts 
on  this  very  important  subject  of  taxation.  The  National  Tax  Asso- 
ciation is  one  thing.  The  National  Tax  Conference,  which  is  held 
yearly,  is  a  separate  and  distinct  thing.  It  is  the  National  Tax 
Conference  which  you  have  with  you  in  your  midst  now.  In  that 
forum  thoughts  will  be  expressed,  measures  will  be  advocated,  plans 
will  be  projected,  and  in  that  way  we  contribute,  as  we  like  to  think 
at  least,  to  the  thought  on  this  very  important  subject  of  taxation. 
As  I  say,  it  is  an  open  forum.  In  the  last  analysis,  the  National 
Tax  Association  neither  advocates  nor  opposes  new^  tax  measures. 
It  neither  advocates  repeal  of  existing  tax  measures  or  the  promul- 
gation of  new  ones. 

We  appreciate,  more  than  you  realize,  IMr.  Mayor,  and  jMr.  Brad- 
ford, representing  Governor  Ely,  the  welcome  which  you  have  ex- 
tended. We  shall  enjoy  ourselves  in  this  great  old  commonwealth 
and  in  this  great  old  city.     I  thank  you. 

Henry  F.  Long  (Massachusetts)  :  The  ladies  are  asked  to  go  to 
parlor  C,  where  there  is  a  little  form  of  entertainment  especially  for 
them.     Some  of  them  ma}'^  not  know  it. 

(Mayor  Mansfield  of  Boston  retires  from  Conference.) 

President  A.  E.  Holcomc  :  We  are  sorry  to  be  deprived  of  the 
Mayor's  presence,  but  we  appreciate  his  other  duties  and  appoint- 
ments. Now,  it  becomes  my  duty  to  observe  the  regular  program. 
Before  doing  so,  there  is  some  little  machinery  to  accomplish.  The 
housekeeper  and  general  agent  of  the  conference,  as  you  know,  is  the 
National  Tax  Association.  Probably  you  do  not,  all  of  you,  appre- 
ciate the  function  of  the  National  Tax  Association,  in  connection 
with  these  conferences,  but  I  assure  you  that  it  is  not  an  insignifi- 
cant organization,  because  probably  three  hundred  and  sixty-five 
days  of  the  year  the  officials  of  the  National  Tax  Association  are 
working  for  you  and  for  the  success  of  this  meeting,  through  various 
things  that  come  up  in  daily  work.  The  secretary  is  kindly  contrib- 
uting his  time  and  attention,  and  I  assure  you  that  I,  myself,  have 
had  a  very  material  amount  of  work  to  do  right  along  day  by  day. 
Now  then,  in  assuming  to  call  this  meeting  to  order,  I  have  antici- 
pated your  approval,  because  it  did  not  seem  appropriate  for  us  to 
take  the  time  to  go  through  the  machinery  with  the  addresses  of 
welcome  to  come.     My  assumption  will,  I  hope,  be  approved. 
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Coining  to  the  first  business  of  the  conference,  which  is  the  adop- 
tion of  the  rules  of  procedure.  Perhaps  some  of  you  are  familiar 
with  these  rules  but  some  of  you  probably  have  never  thought  much 
about  them  until  you  came  to  the  time  when  you  were  making  some 
remarks,  and  the  chairman  had  to  rap  with  his  gavel  to  stop  you. 
But,  machinery  is  necessary  in  any  organization,  and  machinery  is 
necessary  for  the  efficient  carrying  out  of  the  wishes  of  the  body. 
The  rules  of  procedure  will  embody  matters  which  are  extremely 
important  to  you  to  remember  in  connection  with  the  meeting.  I 
will  read  them  as  handed  to  me  by  the  secretary.  They  are  so  im- 
portant I  think  I  ought  to  read  them  carefully  and  explain  anything 
that  seems  to  be  worthwhile  explaining. 

"  The  provisions  of  the  Certificate  of  Incorporation  and  By-laws 
of  the  National  Tax  Association  shall  govern  the  conduct  of  this 
conference  generally,  and  these  rules  of  procedure  shall  be  consid- 
ered supplemental  to,  and  subject  to  interpretation  by  such  pro- 
visions." 

That  means  that  the  Certificate  of  Incorporation  and  By-laws  of 
the  National  Tax  Association,  which  embodies  its  purposes,  is  auto- 
matically adopted  by  you,  if  you  adopt  these  rules.  I  won't  take  the 
time  to  read  all  of  those  things,  but  there  are  one  or  two  I  shall 
take  the  time  to  refer  to  a  little  later  in  this  reading. 

The  next  paragraph  is : 

"  The  usual  rules  of  parliamentary  procedure  shall  control.  Each 
speaker  shall  be  limited  to  twenty  minutes  for  the  presentation  of  a 
formal  paper.  He  shall  be  warned  two  minutes  before  the  expiration 
of  such  period.  The  time  of  such  speaker  may  be  extended  by 
unanimous  consent  of  those  present." 

■'  In  general  discussion,  each  speaker  shall  be  limited  to  seven 
minutes,  and  such  time  shall  not  be  extended." 

Now,  let  us  bear  that  in  mind  as  the  time  limit.  You  are  met 
with  that  time  limit  and  you  perhaps  will  feel  that  it  is  a  harsh  rule, 
but  you  know  that  in  order  to  have  wide  discussion  we  must  spread 
the  discussion  through  as  many  people  as  we  can. 

"  No  person  shall  speak  more  than  once  during  the  same  period 
of  discussion  until  others  desiring  to  speak  have  been  given  an 
opportunity  to  do  so." 

We  thought  that  was  fair  and  have  adopted  that  rule  during  the 
last  few  years,  at  least. 

"  The  voting  power  in  this  conference  upon  any  question  invoh- 
ing  an  expression  of  the  opinion  of  the  conference  upon  a  question 
of  taxation  or  public  finance,  of  general  public  interest,  shall  be 
vested  in  the  delegates  in  attendance  appointed  by  the  governor  or 
other  chief  executive  of  a  state." 
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Now,  that  word  "  state  "  is  interpreted  further  on  to  include  a 
state,  a  territory,  the  District  of  Columbia,  and  an  insular  or  other 
possessions  of  the  United  States,  which  means,  I  suppose,  territory 
OA-er  which  the  United  States  exercises  extra-territorial  jurisdiction, 
and  a  Canadian  Province. 

'■  In  voting-  upon  such  questions  " — that  is,  questions  that  com- 
prehend something  of  general  public  interest — •"  each  state  shall  have 
one  vote,  and  in  case  of  a  division  among  the  delegates  therefrom, 
the  vote  shall  be  divided,  so  as  to  give  proportional  weight,  by 
approximate  fractions,  to  the  opinions  of  the  respective  delegations." 

Now,  there  is  something  for  us  to  think  of.  If  we  are  going  to 
undertake  to  take  a  ballot  upon  a  question,  we  have  to  face  that 
rule,  which  is  going  to  put  us  to  a  considerable  amount  of  trouble, 
but  we  must  realize  that  that  rule  was  adopted  after  very  careful 
discussion,  and  a  division  perhaps,  but  it  was  adopted,  so  that  we 
must  have  a  vote  by  states,  and  that  the  delegates  from  within  a 
state  must  have  a  supplemental  vote  to  find  out  how  that  state  votes. 
That  involves  having  someone  from  each  state  be  the  office  boy  to 
collect  that  vote.  I  just  mention  that,  to  show  you  what  it  means 
if  we  are  going  to  take  a  vote  on  a  question  of  that  sort. 

"  If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
■on  the  subject  in  question,  no  publication  thereof  shall  be  made  and 
it  shall  not  be  considered  expressive  of  the  opinion  of  the  confer- 
•ence.  Such  unanimit}'  shall  be  deemed  expressed  by  a  four-fifths 
vote." 

That  was  also  carefully  discussed  at  the  time  we  first  adopted 
these  regulations,  and  it  seemed  to  us  at  that  time  to  be  a  wise  pro- 
ceeding that  we  should  have  substantial  unanimity  in  anything  that 
we  put  out  as  a  product  of  these  conferences. 

'■  Voting  by  proxy  shall  not  be  allowed." 

■'  On  all  questions  other  than  those  involving  an  official  expres- 
sion of  the  opinion  of  the  conference,  the  voting  shall  be  by  all  in 
attendance." 

That  means  that  if  there  are  certain  matters  to  be  voted  upon 
that  do  not  involve  some  principle  of  taxation,  then  we  do  not  have 
to  go  through  the  performance  of  balloting  by  states. 

"  The  receipt  of  reports  made  to  this  conference  by  committees  of 
the  National  Tax  Association  shall  not  be  considered  as  expressing 
the  opinion  of  the  conference  on  the  subject  treated." 

"  The  following  committees  shall  be  appointed : 

(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the 
chairman,  who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions  composed  of  one  person  from 
each  state  to  be  appointed  by  the  chairman  of  the  conference,  who 
shall  also  designate  the  chairman  of  such  committee." 
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There  is  a  slight  change.  We  discovered  that  we  never  provided 
any  authority  for  the  appointment  of  the  committee.  Wc  said  the 
committee  should  be  appointed,  and  we  did  not  say  who  should  do  it, 
so  we  put  it  in  that  the  chairman  of  the  conference  should  appoint 
the  committee;  but,  as  in  the  past,  it  is  quite  necessary  that  the 
states  should  submit  their  names  to  the  chairman.  The  chairman 
does  not  care  to  make  an  appointment  without  some  sort  of  a  sug- 
gestion from  the  state.  In  the  past  it  has  been  almost  impossible  to 
fill  up  the  committee  because  the  states  did  not  act.  As  it  stands 
now,  in  case  the  states  do  not  act,  I  shall,  if  I  am  retained  as  the 
chairman,  have  to  appoint  someone,  but  in  each  case  I  shall  announce 
the  names  at  one  of  these  sessions,  to  be  sure  that  they  are  known 
to  the  members.  I  greatly  prefer  to  have  the  states  suggest  someone 
whom  I  may  appoint. 

"  All  resolutions  involving  an  expression  of  opinion  of  the  confer- 
ence shall  be  read  to  the  conference  before  submission  to  the  com- 
mittee, and  shall  be  immediately  referred,  without  debate." 

"  The  word  '  state '  as  used  in  these  rules  shall  comprise  state, 
territory,  the  District  of  Columbia,  and  insular  or  other  possession 
of  the  United  States  or  a  place  over  which  the  United  States  exer- 
cises extra-territorial  jurisdiction,  and  a  Canadian  Province." 

Now,  those  are  the  rules,  and  it  is  in  order  for  someone  to  move 
their  adoption. 

V.  H.  GiBBs  (Ohio)  :  I  move  the  adoption  of  the  rules. 

William  Mueller  (Minnesota)  :  Motion  seconded. 

President  A.  E.  Holcomb  :  Motion  has  been  made  and  seconded 
that  these  rules  as  read  shall  be  the  rules  to  guide  the  conduct  of 
this  conference.     Are  there  any  remarks  ? 

(No  response) 

President  A.  E.  Holcomb:  If  not,  all  those  in  favor  of  the 
adoption  of  those  rules,  please  say  aye. 

(Ayes  and  noes) 

President  A.  E.  PIolcomb:  It  is  a  vote.  Now  then,  after  you 
have  done  that  you  have  automatically  ratified  whatever  I  have 
done  as  chairman,  and  you  have  automatically  made  me  inflict  myself 
upon  you  as  permanent  chairman  of  the  conference,  and  at  the  same 
time  you  have  automatically  made  the  secretary  of  the  National  Tax 
Association  the  permanent  secretary  of  this  conference.  I  hope  you 
understand  that. 

V.  H.  Gibbs  (Ohio)  :  I  want  to  suggest  that  we  do  not  feel  that 
we  have  made  any  mistake  in  adopting  it. 
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President  A.  E.  Holcomb:  That  is  very  kind  of  j'ou.  I,  there- 
fore, have  the  duty  of  appointing  certain  committees,  one  of  them 
being  the  credentials  committee,  and  I  have  to  appoint  the  chairman 
of  the  resolutions  committee  and  the  members  of  that  committee. 
I  am  able  to  do  a  little  in  that  direction  right  now,  because  there  is 
no  use  in  wasting  your  time.  I  am  ready  to  appoint  the  chairman 
of  the  resolutions  committee  because  we  have  a  professional  chair- 
man, when  he  is  available,  and  that  is  Governor  Bliss  of  Rhode 
Island.  I  hope  that  will  meet  the  wishes  of  the  gentlemen,  because 
he  has  served  so  many  times  and  knows  the  rules.  I  am  also  able 
to  appoint  the  credentials  committee.  That  credentials  committee 
is  a  committee  that  I  shall  have  to  look  to  to  guide  me  in  deter- 
mining a  vote,  if  there  is  a  vote  on  anything,  which  I  hope  will  not 
be  the  case.  As  chairman  I  am  going  to  appoint  A.  Fred  Cauthen, 
of  South  Carolina,  otherwise  known  as  "  Fish-cake  "  Fred.  Louisi- 
ana has  a  King-fish  and  I  don't  see  why  South  Carolina  cannot 
have  a  ''  Fish-cake  ".  The  other  members  of  the  credentials  com- 
mittee are  Miss  Lois  Query  and  Elena  M.  Luchini.  I  already  said, 
that  in  appointing  the  members  of  the  resolutions  committee,  I  shall 
be  guided  by  the  suggestions  made  by  someone  from  the  different 
states,  but  I  shall  not  wait ;  I  shall  have  to  appoint  members  of  the 
resolutions  committee  without  those  suggestions,  if  the  states  do  not 
turn  in  a  name.  In  that  event  I  shall  have  to  go  to  the  registration 
desk  and  pick  out  someone  who  seems  to  be  the  appropriate  man  as 
a  delegate,  and  I  will  put  him  on  as  a  member  of  the  committee 
because  we  have  got  to  get  ahead.  It  has  been  hard  in  the  past  to 
get  a  committee  meeting  because  we  could  not  get  anybody  to  stay 
still  long  enough  to  attend  to  the  thing.  Somebody  has  to  attend 
to  it.  Within  the  next  twenty-four  hours  I  should  like  to  have  the 
names  from  the  states  who  will  serve  on  the  resolutions  committee. 
If  I  do  not  have  those  names  by  that  time  I  will  have  to  appoint 
the  members.  On  this  other  subject,  of  the  man  to  serve  as  office 
boy,  to  collect  the  ballots  of  delegates,  that  is  another  subject.  I  had 
myself  thought  it  would  be  better  to  use  the  same  man  to  do  that, 
but  that  is  a  chore,  to  run  around  and  hunt  up  people.  I  just  speak 
of  these  things  to  show  the  difficulties  of  carrying  out  the  machinery 
of  this  organization,  that  we  have  set  up  with  such  care,  to  make 
sure  that  we  are  getting  a  vote  by  states,  in  accordance  with  the 
views  of  those  who  adopted  the  constitution  and  by-laws,  back  there 
at  Saranac  in  1929. 

There  will  be  vacancies  in  the  offices  of  the  National  Tax  Asso- 
ciation, and  in  the  course  of  the  next  day  I  shall  appoint  a  committee 
on  nominations,  to  recommend  candidates  for  the  offices  of  the 
National  Tax  Association,  which  is  a  different  thing  altogether  from 
the  National  Tax  Conference,  and  you  gentlemen  as  delegates  do 
not  need  to  concern  yourselves  with  that. 
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We  now  get  to  the  program,  and  we  have  at  this  point  what  we 
usually  try  to  have  annually,  some  account  of  what  has  been  going 
on  in  tax  legislation  during  the  last  year.  That  is  a  matter  that  is 
of  extreme  importance  to  us,  to  keep  up  with  such  things,  some- 
thing that  we  may  read.  Tonight  we  are  fortunate  in  having  a 
gentleman  who  will  give  us  the  high-lights  and  let  us  read  the 
details  in  the  book  when  it  comes  out.  We  have  the  good  fortune 
to  have  with  us  tonight  Mr.  Raymond  E.  Manning,  of  the  Legisla- 
tive Reference  Service  of  the  Library  of  Congress — Mr.  Manning. 

R.WMOND  E.  ALvNNiNG  (District  of  Columbia)  : 
STATE  TAX  LEGISLATION,  1934 

RAYMOND  E.   MANNING 

Legislative  Reference  Service, 
Library  of  Congress 

Twenty-eight  states  by  thirty-eight  legislative  sessions  (only  nine 
of  which  were  regular  sessions)  enacted  approximately  425  tax  laws 
in  1934.  After  certain  general  considerations,  this  paper  divides 
these  laws  into  two  groups,  the  first  relating  to  taxes  other  than 
property  taxes  and  the  second  exclusively  to  property  taxes.  The 
general  considerations  follow. 

Colorado  H.  C.  R.  7  is  a  proposed  constitutional  amendment  to 
repeal  the  specific  tax  powers  of  the  general  assembly  together  with 
the  uniformity  provision  and  vest  such  assembly  with  power  "  to 
provide  by  law  for  revenue  and  taxation."  Louisiana  Ch.  83,  also 
a  constitutional  proposal,  has  for  its  purpose  a  limitation  on  the 
amount  of  special  taxes  which  may  be  levied. 

Kentucky  Ch.  30  and  New  York  Ch.  415  provide  for  reciprocity 
with  the  United  States  and  the  several  states  in  exchanging  infor- 
mation obtained  from  tax  returns.  Another  New  York  measure, 
Ch.  463,  provides  for  reciprocal  exchange  of  information  by  the  tax 
commission  with  any  municipality  imposing  a  gross  income  or  gross 
receipts  tax.  This  latter  law  probably  grows  out  of  Ch.  302  which 
empowers  New  York  City  during  1934  to  pass  any  tax  law  which 
the  legislature  could  pass.  Ch.  873  is  a  measure,  similar  to  Ch.  302 
to  grant,  corresponding  powers  for  1935. 

New  York  Ch.  14  continues  the  temporary  tax  commission  for 
another  year,  and  Ch.  843  imposes  on  it  the  duty  of  studying  the 
structure  of  local  political  units  and  preparing  alternative  forms  of 
organization  designed  to  promote  more  efficient  and  economical 
government.  Other  special  commissions  or  projects  are  provided 
for  by  Kentucky  Ch.  592,  New  Mexico  Ch.  31,  and  Ohio  S.  B.  19. 
Wyoming  Ch.  36  increases  the  membership  of  the  state  board  of 
equalization  from  three  to  four  members. 
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Gross  Income  or  Gross  Sales  Taxes 

There  has  been  steady  progress  in  the  development  of  the  sales 
tax.  Four  states  in  1934  adopted  temporary  laws  imposing  such  a 
tax:  Iowa  Ch.  82  (expires  March  30,  1937),  Kentucky  Ex.  H.  B.  11 
(expires  June  30,  1936),  Missouri  p.  156  (expires  Dec.  31,  1935), 
and  New  Mexico  Ch.  7  (expires  June  30,  1935).  The  rate  is  l^,  of 
1  per  cent  in  Missouri,  2  per  cent  in  Iowa  and  New  Mexico,  and  3 
per  cent  in  Kentucky.  All  apply  to  retail  sales  of  tangible  personal 
property,  sales  of  gas,  water,  and  electricity,  telephone  and  telegraph 
service,  and  amusements.  The  Missouri  and  New  Mexico  laws  also 
apply  to  certain  other  utilities.  In  addition,  Missouri  will  tax  news- 
paper advertising  and  service,  commercial  laundry,  cleaning  and 
dyeing  service,  and  outdoor  advertising,  while  New  Mexico  will 
exact  the  regular  2  per  cent  rate  from  professions,  certain  business 
services,  and  severances  of  oil,  gas,  and  potash,  Yx  oi  \  per  cent 
from  certain  other  severances,  manufacturers,  and  retailers  of  trucks, 
Yi  oi\  per  cent  from  retailers  of  other  motor  vehicles,  refiners,  etc., 
and  3^  of  1  per  cent  from  wholesalers.  Additional  Kentucky  laws, 
Ex.  H.  B.  65  and  66,  require  Kentucky  residents  purchasing  trucks 
or  passenger  cars  outside  the  state  to  pay  the  sales  tax. 

West  Virginia  H.  B.  365  amends  the  gross  income  tax  law,  in- 
creasing by  50  per  cent  the  rate  applicable  to  natural  resources, 
utilities,  manufacturing,  and  other  business  for  the  period  ending 
June  30,  1935.  This  act  also  levies  a  consumers'  sales  tax  at  the 
rate  of  2  per  cent  for  the  same  period.  It  applies  to  retail  sales  of 
tangible  property  and  certain  services.  Professional  and  personal 
services  and  services  furnished  by  utilities  are  excepted.  Informa- 
tional returns  are  provided  for  under  West  Virginia  S.  B.  116. 

The  governor  of  Washington  vetoed  sections  of  the  1933  act 
which  imposed  a  tax  on  gross  income  from  services.  The  legis- 
lature in  extra  session  this  year,  by  Ch.  57,  imposed  a  temporary 
excise  of  3^  of  1  per  cent  on  the  gross  income  of  every  person 
rendering  professional  or  other  services.  Public  employees  receiv- 
ing over  $200  per  month  and  every  other  person  in  any  other  busi- 
ness (with  certain  exceptions)  not  taxed  under  the  1933  act  are 
subject  to  the  tax,  but  wage-earners  generally  are  exempt. 

Mississippi  H.  B.  70  revises  the  sales  tax  law  eliminating  certain 
instances  of  double  levies,  exempts  compensation  paid  to  natural 
persons  for  personal  services  rendered  to  others,  and  repeals  the 
$1,200  exemption.  II.  B.  977  amends  this  revision  by  providing 
that  the  gross  proceeds  of  sales  in  interstate  commerce  shall  consti- 
tute a  part  of  the  measure  of  the  tax  to  the  extent,  under  the  con- 
ditions, and  in  accordance  with  the  Constitution  of  the  United  States 
and  Acts  of  Congress. 
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Virginia  Cli.  137  amends  the  merchants'  license  tax  (somewhat  in 
the  nature  of  a  sales  tax)  to  exact  fees  from  wholesalers  and  retailers 
on  different  bases.  Wholesale  merchants  will  pay  $50  plus  13  cents 
per  $100  of  purchases,  and  retail  merchants  will  pay  $10  for  the 
first  $1,000  of  sales,  or  $20  for  the  first  $2,000  of  sales  plus  13  cents 
per  $100  for  all  sales  over  $2,000. 

New  York  City,  by  Local  Law  No.  9,  levies  a  tax  of  1/20  of  I 
per  cent  on  the  1933  receipts  of  businesses  except  financial  busi- 
nesses (i.  e.  private  banks,  brokers,  commission  merchants,  etc.) 
which  will  pay  1/10  of  1  per  cent.  Bank  transactions,  sales  of  real 
estate,  rents,  wages,  etc.  are  exempt.  A  later  bill  which  has  been 
pending  increases  the  foregoing  rates  to  3^  of  1  per  cent  and  re- 
duces the  exemptions  from  $15,000  to  $5,000,  and  applies  this  new 
tax  to  1934  income. 

Gasoline  Tax 

New  York  Ch.  413  continues  the  emergency  one-cent  gasoline  tax 
increase  for  another  year.  Increased  levies  also  were  made  under 
Arkansas  2nd  Ex.  Ch.  11,^  (from  6  to  6>4  cents)  and  Colorado 
Ch.  16  (from  4  to  5  cents  until  August  31,  1934).  The  Arkansas 
act  provides  that  the  rate  may  be  reduced  to  6  cents  when  it  appears 
that  such  rate  will  produce  sufficient  revenue  to  net  the  highway 
fund  $10,000,000.  The  act  also  niakes  gasoline  sold  or  used  in 
Arkansas  (rather  than  used  on  Arkansas  highways)  the  basis  for 
the  tax,  and  applies  it  to  gasoline  purchased  in  other  states  and  used 
in  Arkansas  for  propelling  interstate  vehicles  where  such  tax  would 
not  be  a  burden  on  interstate  commerce.  Under  a  previous  law, 
Arkansas  has  permitted  a  rate  for  border  cities  and  towns  equal  to 
that  in  adjoining  states.  A  new  act,  H.  B.  14,  allows  similar  ad- 
vantages to  stations  outside  cities  and  towns  but  within  300  feet  of 
the  state  line. 

A  strengthened  enforcement  is  the  purpose  of  several  laws,  e.  g. 
Iowa  Ch.  56,  New  York  Chs.  475,  476,  477,  and  Wyoming  Ch.  60. 
The  Iowa  and  Wyoming  laws  limit  the  amount  of  gasoline  which 
may  be  brought  into  the  state  in  regular  automobile  tanks  to  20 
gallons;  50  gallons  will  be  allowed  for  trucks  in  Iowa.  The  Iowa 
act  provides  for  licensing  gasoline  trucks  entering  the  state,  and  the 
Wyoming  law  provides  for  designating  exclusive  routes  of  entry. 

Most  of  the  refund  provisions  for  non-highway  uses  are  repealed 
by  Arkansas  Ch.  11.  Sixty  days  (instead  of  30)  will  be  allowed 
for  making  applications  for  refunds  under  Virginia  Ch.  65.  By 
Wyoming  Ch.  60,  purchasers  of  fuel  for  aircraft  in  excess  of  10,000 
gallons  a  month  will  be  allowed  a  refund  of  2  cents  per  gallon; 
Wyoming  has  been  devoting  these  moneys  to  airport  work. 

1  Not  unconstitutional,  Sparling  v.  Refunding  Board,  .Arkansas  Supreme 
Court,  April  30,  1934. 
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Miscellaneous  other  provisions  are  worthy  of  note.  Arkansas  Ch. 
11  levies  an  inspection  tax  on  distillate  (for  tractors,  etc.)  of  10 
cents  per  barrel  or  1/20  of  1  cent  per  gallon  on  quantities  larger 
than  one  barrel.  Minnesota  Ch.  51  applies  the  gasoline  tax  to 
lubricating  oil  or  other  petroleum  product  intermixed  with  gasoline 
or  other  volatile  or  inflammable  liquid  used  or  useful  for  propelling 
motor  vehicles  on  public  highways.  Missouri  p.  101  includes  re- 
ceivers, etc.  iij  the  list  of  persons  subject  to  the  tax;  they  had  been 
adjudged  exempt.  New  Mexico  Ch.  7  repeals  the  4  cent  per  gallon 
tax  on  lubricating  oil.  Wyoming  Ch.  60  requires  wholesalers  of 
gasoline  to  secure  a  bond,  and  requires  additional  reports  from 
dealers  and  wholesalers. 

Liquors 

Rates  have  been  revised  in  several  states  to  care  for  stronger 
liquors  made  available  on  repeal  of  the  18th  Amendment.  Three 
states  applied  1933  rates  to  beer  and  wine  of  higher  alcoholic  con- 
tent: Iowa  Ch.  25,  South  Carolina  Ch.  980,  Virginia  Ch.  94.  The 
table  below  shows  some  of  the  new  1934  liquor  taxes.  It  does  not 
include  laws  enacted  prior  to  1934. 


Citation 


Beer 


Ark.  Chs.  4,  9. . . .    • . . 

111.  2nd  Ex.  p   80 

Ky.  Ch.  149,  Kx.  Ch.  - 
I,a.  Ch.  15,  Ex.  n.  B.  3 

Mich.  Ch.8 

Minn.  Ch.  5S 

Miss,  H.  B.  194 

Mo.  p.  85,  90 

Mont.  Ch.  46 

N.  M.  (  h.  30  .    ...... 

X.  V.  C  h.  94  

Dhio  II.  B.  I   ....... 


K.  1.  II.  B.  685 
Wash.  Ch.  62  . . 
Wis.  Ch.  3  .... 


Sc 
3'/rC. 
3Ac- 
Sir  c. 
3ic. 


3TrrC. 


Wine 


Up  to 

14% 


j  Over 

14-21%  121-24%       24% 


Spirits, 
Etc. 


(Rate  per  gallon) 
Exported  wine,  lOc;  e.xported  brandy,  25c. 
IOC.  251:.  50c. 

' ,        IOC. 

5c.      I  IOC  50c.  50c. 


IOC.       I     20c.       !     40c.       I     60c. 

5c.  on  wine  up  to  5% 
20c.  up  to  12%;  40c.  over  12% 


60c. 


80c. 


IOC.      I     20c.      I     40c.      I     60c.      1     Xoc. 

10C.-40C.  '  50c. -$ I 

wine,  10%  of  retail  price  ;  spirits,  25% 

excess  profits  tax 

2OC.-25C.  SO*"-   '''■ 


liquors  up  to  21%,  2Sc. ;  over  21%,  $1 


6l^c.  for  beer  over  32% 
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Miscellaneous  Sales  Taxes,  etc. 

The  10  per  cent  amusement  admission  tax  in  Mississippi  is  re- 
written by  H.  B.  115  and  made  permanent.  Louisiana  Ex.  H.  B.  16 
permits  parishes  and  municipalities  to  impose  amusement  taxes  at  a 
rate  not  exceeding  10  per  cent.  Ohio  S.  B.  84  continues  the  cos- 
metic and  admission  levies  until  the  end  of  1937;  distribution  of 
proceeds  of  these  levies  and  other  taxes  is  regulated  by  H.  B.  7. 
South  Carolina  Ch.  1178  replaces  the  10  per  cent  moving  picture 
license  tax  with  a  seat  tax  ranging  from  $1  to  $2  according  to  popu- 
lation of  the  town  wherein  located.  By  Virginia  Ch.  303,  5  per  cent 
will  be  exacted  from  the  gross  receipts  of  ticket  sales  to  boxing  and 
sparring  matches  or  exhibitions.  It  is  not  clear  whether  this  tax 
also  applies  to  wrestling.  Texas  H.  B.  28  is  a  rewriting  of  several 
sections  of  an  earlier  law  on  boxing  and  wrestling  but  makes  no 
important  rate  changes.  Ilorse-racing  in  New  York  will  bear  a  15 
per  cent  admission  tax  under  Ch.  233  and  Ch.  310.  Massachusetts 
Ch.  and  Rhode  Island  Ch.  2086  exact  3 5^  per  cent,  on  pari- 

mutuel  betting  pools;  the  latter  also- levies  1  per  cent  to  2  per  cent 
on  auction  mutuels. 

Oleomargarine  containing  certain  oils  will  bear  a  burden  of  12 
cents  a  pound  and  10  cents  a  pound  under  Louisiana  Ch.  178  and 
South  Carolina  Ch.  1016,  respectively.  Milk  control  laws  are  the 
cause  of  a  2  cents  per  hundredweight  excise  under  Massachusetts 
Ch.  376  and  Rhode  Island  S.  B.  83.  New  York  Ch.  822  levies  1  cent 
per  hundredweight  for  advertising  the  milk  industry.  Louisiana 
Ch.  22  repeals  the  tax  on  malt  extracts  used  in  baking. 

The  temporary  Mississippi  tobacco  tax  is  rewritten  and  made 
permanent  by  H.  B.  141.  Louisiana,  by  Ch.  52,  makes  technical 
corrections  in  its  law  and  reduces  the  rate  on  cigars  selling  between 
5  cents  and  8  cents  from  $3  per  1,000  to  $2.  Ohio  S.  B.  9  alters 
the  uses  to  which  the  cigarette  tax  proceeds  will  be  applied.  Texas 
H.  B.  31  relates  to  counterfeiting  cigarette  '-tamps  and  provides 
penalties  for  using  such  stamps. 

Stock  transfers  in  New  York  will  continue  to  bear  increased  rates 
for  another  year  under  Ch.  421.  By  Louisiana  Ch.  24,  2  cents  per 
$100  is  levied  on  cotton  future  transactions.  Another  Louisiana  act, 
Ch.  23,  exacts  2  per  cent  on  the  advertising  receipts  of  newspapers 
and  periodicals  having  a  weekly  circulation  of  20,000  or  more. 

Natural  Resources 

New  or  additional  severance  taxes  were  adopted  in  Louisiana, 
^Montana,  and  Texas.  Texas,  by  H.  B.  43,  increased  its  production 
tax  on  oil  from  1/10  of  1  cent  per  barrel  to  3^  of  1  cent,  and  Mon- 
tana, by  Ch.  18,  imposed  a  ^s  of  1  cent  per  barrel  levy  for  the  oil 
conservation  board.  Another  :Montana  act,  Ch.  52,  raised  the  exist- 
ing tax  of  >8  of  1  cent  per  1,000  cubic  feet  of  natural  gas  to  }i  of 
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1  cent.  Xew  Mexico  Ch.  7,  the  new  gross  income  tax  law,  repealed 
the  1933  severance  taxes  on  oil  and  gas.  Louisiana,  by  Ch.  53,  in- 
creased the  tonnage  rate  on  sulphur  from  27  cents  to  60  cents. 

Inheritance  and  Gift  Taxes 

Doubled  rates  are  imposed  by  ^Montana  Ch.  48  on  inheritances. 
In  lieu  of  an  additional  estate  tax  for  estates  over  $1,000,000,  the 
^Montana  act  substitutes  a  general  provision  for  taking  up  the  federal 
credit.  Xew  Jersey  Ch.  243  also  provides  for  taking  up  the  federal 
credit.  Exemptions  are  reduced  by  \'irginia  Ch.  137  uiitil  December 
31,  1936.  ;Mississippi  H.  B.  214  reduces  the  exemption  under  the 
estate  tax  law  from  $100,000  to  $50,000.  Xew  Jersey  Ch.  164 
exempts  war-risk  insurance  and  other  United  States  funds  accruing 
to  veterans,  and  Ch.  244  provides  an  exemption  for  certain  charit- 
able bequests.  Another  Xew  Jersey  act,  Ch.  249,  authorizes  the 
state  tax  commissioner  to  adjust  and  settle  cases  now  in  litigation 
where  the  domicile  of  the  decedent  is  at  issue.  Xew  York  Ch.  639 
permits  the  deferment  of  the  tax  on  a  decedent's  reversionary  or 
remainder  estate  until  the  termination  of  the  preceding  estate. 

The  reciprocal  law  in  respect  to  collecting  inheritance  taxes  due 
to  the  state  of  domicile  was  adopted  by  ^Mississippi  H.  B.  215  and 
amended  by  Xew  York  Ch.  63. 

\^irginia,  by  Ch.  137,  becomes  the  third  state  to  levy  a  gift  tax. 
It  is  levied  on  the  shares  of  the  beneficiaries  of  property  under  the 
jurisdiction  of  Virginia  and  applies  to  non-residents  as  well  as  resi- 
dents. The  rates,  exemptions,  and  classes  are  the  same  as  under  the 
inheritance  tax.  The  rates  range  from  1  per  cent  to  15  per  cent, 
and  exemptions  from  $1,000  to  $5,000.  Gifts  to  the  state,  charities, 
etc.  are  exempt. 

Personal  Income  Tax 

Louisiana  Ch.  81  is  a  proposed  constitutional  amendment  increas- 
ing the  authorized  income  tax  rates,  and  Ch.  21  is  a  statute  effective 
on  ratification  of  such  amendment.  The  statute  not  only  copies 
many  sections  of  the  federal  act  but  uses  the  same  form  with  the 
numerous  cross  references  in  the  text.  As  amended  at  the  extra 
session  by  H.  B.  2,  the  law  will  apply  to  1934  income.  One  other 
state  in  1934,  Iowa  Ch.  82,  joined  the  list  of  income  tax  states. 
New  York  Ex.  Ch.  899  reenacted  the  1933  emergency  one  per  cent 
levy  on  a  redefined  net  income.  The  1933  law  as  first  enacted  made 
no  allowance  for  personal  exemptions  and  ignored  gains  and  losses. 
This  law  was  amended  by  1934  Ch.  51  to  allow  the  regular  exemp- 
tions, and  as  so  amended  was  reenacted.  Montana,  by  Ch.  40, 
adopted  a  surtax  with  rates  ranging  from  1  per  cent  to  25  per  cent, 
but  it  was  held  unconstitutional.' 

^  Mills  V.  State  Board  oj  Equalization,  Montana  Supreme  Court  May  I2, 
1934. 
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Rates  under  the  Iowa  law  range  from  1  per  cent  to  5  per  cent, 
the  latter  applying  on  income  over  $4,000.  Louisiana's  rates  will 
range  from  2  per  cent  to  6  per  cent,  the  maximum  applying  on 
income  over  $50,000.  New  York  Ch.  457  continues  double  rates 
for  another  year,  and  Ch.  458  adds  a  provision  under  which  the  tax 
shall  not  be  less  than  2  per  cent  of  the  ordinary  net  income  without 
adding  or  deducting  capital  gains  or  losses.  South  Carolina  Ch. 
1151  substitutes  a  graduated  tax  ranging  from  3  per  cent  to  5  per 
cent  for  a  flat  5  per  cent  on  income  from  dividends  and  interest  in 
excess  of  $200  (formerly  $100). 

Exemptions  under  the  Iowa  law  will  be  in  the  form  of  deductions 
from  the  tax,  $6  being  allowed  for  individuals,  $12  for  heads  of 
families,  and  $2  for  dependents.  This  act  also  allows  a  credit  to  the 
extent  of  the  sum  represented  by  corporate  taxes  on  income  dis- 
tributed as  dividends.  Louisiana's  law  follows  the  federal  act  in 
allowing  $1,000,  $2,500,  and  $400.  New  Mexico  Ch.  29  increases 
the  allowed  exemptions  to  $1,500,  $2,500,  and  $200,  but  repeals  the 
property  tax  offset.  Virginia  Ch.  137  temporarily  lowers  the  ex- 
emptions to  $1,000,  $2,000,  and  $200. 

Deductions  in  the  case  of  small  incomes  will  be  handled  in  a  novel 
manner  under  the  Iowa  law,  a  flat  10  per  cent  being  allowed  in 
place  of  all  other  deductions.  New  York  Ch.  448  disallows  deduc- 
tions allocable  to  non-taxable  income.  Mississippi  H.  B.  150  repeals 
a  provision  for  carrying  forward  net  losses  in  a  trade  or  business 
and  makes  provision  for  depletion. 

Gains  and  losses  legislation  is  important  this  year.  The  new  fed- 
eral provision  has  provoked  some  discussion.  Iowa  completely 
ignores  gains  in  the  sale  or  exchange  of  property  as  a  source  of 
income  and  ignores  losses  as  a  deduction.  Mississippi's  1934  re- 
vision, H.  B.  150,  limits  gains  and  losses  to  sales  of  those  assets 
employed  in  trade  or  business.  New  York  Ex.  Ch.  899,  in  reenact- 
ing  the  emergency  one  per  cent  levy,  continues  to  exclude  gains  and 
losses  in  computing  taxable  income.  New  York  Ch.  446  is  a  pro- 
vision similar  to  that  adopted  in  the  1934  federal  revenue  act  to 
prevent  the  use  of  the  partnership  as  a  medium  of  tax  avoidance. 
The  effect  of  the  change  is  to  provide  that  property  paid  in  by  a 
partner  shall  have  the  same  basis  for  computing  gain  or  loss  as  it 
would  have  in  the  hands  of  the  transferor ;  in  the  case  of  a  transfer 
in  kind  to  a  partner,  the  effect  of  the  change  probably  will  be  to 
declare  the  basis  in  the  hands  of  the  partner  to  be  a  percentage  of 
his  investment  equal  to  the  value  of  the  property  distributed  to  all 
the  partners  divided  by  the  total  assets  of  the  partnership.  The 
provision  not  recognizing  gain  or  loss  when  persons  exchange  prop- 
erty for  stock  or  securities  in  a  corporation  and  immediately  after- 
wards are  in  control  of  the  corporation  is  modified  by  this  same 
Ch.  446  to  provide  that  if  the  corporation  sells  the  property  within 
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six  months,  gain  or  loss  shall  be  recognized  as  of  the  date  of  such 
exchange  to  such  persons;  the  stock  or  securities  are  presumed  (in 
the  absence  of  proof  to  the  contrary)  to  have  the  same  value  as 
the  amount  of  consideration  received  by  the  corporation  for  the 
property. 

Miscellaneous  other  amendments  of  the  personal  income  tax  lavi^s 
follow.  Mississippi  H.  B.  150  repeals  the  exemption  to  dividends 
from  state  and  national  banks,  and  omits  proportional  reports  on 
instalment  sales.  This  act  also  apportions  the  credit  for  dividends 
according  to  the  ratio  which  a  corporation's  gross  income  in  I\Iis- 
sissippi  bears  to  its  total  income.  New  York  Ch.  462  contains  a 
provision  to  ease  the  burden  on  persons  domiciled  in  New  York  but 
who  reside  outside  the  state  more  than  11  months  of  the  year  by 
taxing  them  as  non-residents.  Another  New  York  law,  Ch.  424, 
relates  to  taxing  the  income  of  trusts  used  to  pay  life  insurance 
premiums  and  income  derived  during  the  liquidation  of  a  corporation 
after  its  dissolution. 

CORPORATIOXS 

Corporate  income  taxes  will  be  levied  under  Iowa  Ch.  82  and 
Louisiana  Ch.  21.  The  Louisiana  lav.-  becomes  effective  upon  ratifi- 
cation of  a  proposed  constitutional  amendment,  and  if  ratified  will 
apply  to  1934  income  as  provided  at  the  extra  session  by  H.  B.  2. 
The  rate  is  2  per  cent  in  Iowa  and  4  per  cent  in  Louisiana.  Except 
for  a  $3,000  exemption,  Louisiana  taxes  the  entire  income  of  domestic 
corporations.  Allocation  to  Louisiana  of  income  of  foreign  corpora- 
tions will  be  made  on  a  basis  prescribed  by  the  supervisor  of  public 
accounts.  Allocation  in  Iowa,  both  for  domestic  and  foreign  cor- 
porations, will  be  on  the  basis  of  gross  sales  for  manufacturing  and 
selling  corporations,  and  according  to  rules  of  the  board  of  assess- 
ment and  review  in  the  case  of  other  corporations.  New  Mexico 
Ch.  29  amends  the  income  tax,  eliminates  the  exemption  to  corpora- 
tions paying  gross  receipts  taxes,  and  repeals  the  offset  for  property 
taxes. 

The  franchise  ta.x  in  Mississippi  is  rewritten  by  LI.  B.  151  with 
no  change  in  the  rate  of  $1  per  $1,000  on  capital  used,  invested,  or 
employed  in  Mississippi.  By  Louisiana  Ch.  18  and  Ex.  Ch.  24,  the 
$1  per  $1,000  rate  is  increased  to  $1.50,  and  the  provisions  for  allo- 
cating the  capital  stock  for  domestic  corporations  doing  business 
outside  the  state  is  omitted.  Massachusetts  Ch.  237  establishes  a 
new  formula  for  computing  the  corporate  excess  of  certain  foreign 
corporations.  Another  Massachusetts  act,  Ch.  317,  prescribes  a 
method  for  determining  corporate  excess  when  50  per  cent  of  a 
domestic  corporation's  stock  is  held  by  another  corporation  during 
1934  and  1935;  the  act  also  provides  a  different  method  for  deter- 
mining the  minimum  excise  on  security  dealers.  Illinois  3rd  Ex. 
p.  146  amends  the  franchise  tax  law  on  business  corporations  with 
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reference  to  definitions  of  stated  capital  and  paid-in  surplus,  effects 
of  reductions  therein,  and  provides  that  in  no  event  shall  the  fran- 
chise tax  be  less  than  $10  a  year.  South  Carolina  H.  B.  1480  im- 
poses a  flat  $10  fee  on  foreign  corporations  at  the  time  of  the  filing 
of  their  annual  reports.  The  graduated  fee  formerly  in  force  was 
held  unconstitutional.^  Louisiana  Ch.  16  and  New  York  Ch.  431 
relate  to  cancellation  of  charters  for  failure  to  pay  franchise  taxes. 

For  the  purpose  of  computing  surplus  and  undivided  profits  for 
the  franchise  tax  on  savings  banks.  New  York  Ch.  495  provides 
that  assets  (except  real  estate)  will  be  valued  at  not  less  than  actual 
or  market  value  and  real  estate  at  not  less  than  actual  or  book  value. 
By  IMichigan  Ch.  13,  corporations  organized  to  liquidate  closed 
banks  will  be  exempt  from  the  franchise  tax. 

Domestic  life  insurance  companies  in  Kentucky  are  to  be  taxed 
50  cents  per  $100  of  capital  stock  (fair  cash  value)  by  Ch.  90. 
Louisiana  Ch.  20  revises  the  insurance  law  so  as  to  provide  for 
additional  revenue. 

Tax  on  Utilities 

Numerous  utilities  in  Louisiana  are  taxed  an  additional  2  per  cent 
of  their  gross  receipts  by  Ch.  13.  A  New  York  City  ordinance, 
Local  Law  No.  10,  levies  a  1)<  per  cent  tax  on  the  gross  income  of 
persons  and  corporations  subject  to  the  supervision  of  the  depart- 
ment of  public  service ;  the  act  applies  only  to  New  York  City,  and 
is  to  be  in  effect  from  June  7,  1934  until  January  10,  1935.  Massa- 
chusetts Ch.  323  repeals  certain  laws  for  the  distribution  of  utility 
tax  proceeds  to  towns. 

Virginia  Ch.  137  includes  incidental  operations  in  the  gro>s  re- 
ceipts tax  en  electric,  gas,  heat,  water,  and  power  companies, 
exempts  them  from  the  state  merchants'  license  tax,  and  increases 
the  gross  receipts  tax  1934-1936  from  1%  per  cent  to  3  per  cent  on 
receipts  over  $100,000.  Montana,  by  Ch.  51,  levies  a  tax  of  ^s  of 
1  per  cent  on  the  gross  proceeds  of  electricity  produced  in  Montana, 
and  by  Ch.  41  levies  a  1  per  cent  gross  income  tax  on  the  Montana 
business  of  telegraph  companies.  The  Montana  telephone  instru- 
ment tax  which  ranged  from  10  cents  to  $1  is  amended  by  Ch.  54 
to  be  $2  for  each  instrument  where  the  monthly  charge  is  more 
than  $2  for  a  residence  or  $4  for  a  business.  By  \^irginia  Ch.  137, 
telephone  companies  paying  no  gross  receipts  tax  and  operating 
more  than  700  miles  of  poles  shall  pay  a  tax  of  $10  per  mile  of  poles 
or  conduits.  This  same  act  includes  receipts  from  motor  vehicles 
operated  as  auxiliaries  of  electric  railways  in  computing  the  fran- 
chise tax  on  the  latter,  exacts  a  2  per  cent  gross  receipts  tax  on 
parlor  cars,  etc.  in  lieu  of  a  $3.15  per  track  mile  of  operation  tax, 

3  State  V.  Liggett  and  Myers  Tobacco  Co.,  Supreme  Court  of  South  Caro- 
lina, December  i,  1933. 
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and  subjects  pipe  lines  to  state  intangible  taxes,  a  franchise  tax, 
and  local  levies  on  state  valuations.  Iowa  H.  F.  216  levies  an  in- 
spection tax  on  pipe  lines  at  the  rate  of  25  cents  per  diameter  inch 
for  each  mile.  West  Virginia  S.  B.  132  specifically  exempts  rail- 
road freight  car  companies  not  owned  by  railroads  from  the  1^^  per 
cent  net  income  tax.  By  New  Jersey  Ch.  5,  railroads  may  pay  taxes 
in  litigation  and  receive  a  credit  if  the  litigation  terminates  in  their 
favor;  the  taxes  will  be  distributed  according  to  law  notwithstand- 
ing the  general  prohibition  on  distribution  of  litigated  taxes. 

Chaix  Stores 

Three  states  amended  their  chain  store  tax  laws  in  1934.  Specifi- 
cally, Louisiana  Ch.  51  provides  that  hereafter  the  levy  shall  be 
based  on  the  number  of  stores  in  the  entire  chain,  instead  of  Louisi- 
ana alone,  at  rates  ranging  from  $10  to  $550.  This  represents  a 
reduction  for  small  chains  but  an  increase  for  larger  organizations. 
Kentucky  Ex.  H.  B.  50  replaces  the  1930  graduated  gross  sales  levy 
with  a  tax  based  on  the  Indiana  plan,  rates  varying  between  $2  and 
$150;'*  state  license  and  corporation  taxes  paid  may  be  credited 
against  the  tax.  New  Mexico  Ch.  33  retains  the  retail  merchants' 
license  tax  (apparently  aimed  at  chains)  but  reduces  the  rates  to 
range  from  $2  to  $500  (in  lieu  of  $10  to  $1,950)  when  gross  annual 
sales  do  not  exceed  $400,000.  The  additional  rate  of  $25  per  $1,000 
of  gross  annual  sales  in  excess  of  $400,000  remains  unchanged. 

Poll  Tax 

The  poll  tax  is  used  by  another  state  to  provide  old  age  pension 
funds.  Iowa,  by  S.  F.  42,  imposes  a  $2  levy  for  this  purpose  to  be 
collected  by  employers  from  employees.  Kentucky  Ch.  65  increases 
the  authorized  rate  from  $1.50  to  $2,  and  New  Jersey  Ch.  113  en- 
acts a  complete  new  law,  the  $1  rate  however  being  unchanged. 
A  proposed  constitutional  amendment  in  Louisiana,  Ch.  76,  would 
abolish  all  poll  tax  payments. 

Distribution  of  Proceeds 

Summarizing,  the  legislatures  ha\e  provided  new  or  increased 
taxes  as  follows:  liquor  taxes,  15  states;  gross  income  or  sales 
taxes,  6  states;  amusement  taxes,  6  states;  utility  taxes,  3  states; 
severance  taxes,  3  states;  income  taxes,  2  states;  gasoline  taxes,  2 
states ;  oleomargarine  taxes,  2  states ;  poll  taxes,  2  states ;  inheri- 
tance taxes,  1  state ;  gift  taxes,  1  state.  The  following  table  is  given 
to  show  in  a  general  way  how  the  money  will  be  used. 

*  A  difTerent  report  on   this  law   fixes  iimxiimim  at  $ioo. 
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II 

The  second  division  of  this  paper  deals  with  property  tax  laws. 
It  takes  up  measures  on  rates,  assessment  procedure,  intangibles, 
exemptions,  and  collection  procedure. 

Rate  ^ 

West  Virginia,  after  several  experiments,  finally  enacted  a  law 
which  was  accepted  by  the  supreme  court  of  that  state  as  conform- 
ing with  the  constitutional  tax-limitation  amendment.  The  original 
act  receiving  court  approval,  H.  B.  234,  was  amended  by  H.  B.  313, 
326,  and  374.  INIichigan  Ch.  30,  an  amendment  of  the  15-mill  allo- 
cation statute,  prescribes  the  election  procedure  for  raising  the  limit, 
and  provides  for  appeals  to  the  state  tax  commission  from  alloca- 
tions by  county  boards,  such  .boards  hereafter  to  be  designated  as 
county  tax  commissions.  Ohio  3rd  Ex.  H.  B.  9  is  a  reenactment  of 
the  statutory  provisions  relative  to  tax  levies  to  bring  them  into 
harmony  with  the  10-mill  constitutional  limitation. 

Kentucky  Ch.  148  reduces  the  annual  state  advalorem  tax  from 
3  mills  to  V2  of  1  mill.  Mississippi  H.  B.  195  prescribes  8  mills  for 
1934-1935,' and  South  Carolina  H.  B.  1183  sets  the  figure  at  2>4 
mills  for  1934. 

Assessment 

No  important  changes  were  made  in  the  assessment  laws.  How- 
ever, a  few  acts  are  noted.  Louisiana  Ch.  126  requires  the  consid- 
eration of  every  element  of  value  in  determining  actual  cash  value. 
Another  Louisiana  act,  Ch.  41,  provides  for  separate  assessment  of 
a  taxpayer's  property  when  part  of  it  is  mortgaged.  By  Mississippi 
H.  B.  960,  the  provisions  for  appeal  from  public  utility  assessments 
of  the  state  tax  commission  is  extended  to  all  assessments  of  the 
commission ;  the  right  of  appeal  is  also  given  to  any  collector  (the 
attorney-general,  district  attorneys,  and  parties  in  interest  already 
possessed  the  right).  Ohio  H.  B.  8  reduces  the  valuation  of  tangible 
personal  property  from  70  per  cent  to  65  per  cent  of  its  true  cash 
value  for  the  year  1934.  V'irginia  Ch.  197  repeals  a  provision  of 
the  code  under  which  property  held  by  a  resident  trustee  was  deemed 
not  to  have  a  tax  situs  in  \'irginia  if  the  creator  of  the  trust  (at  the 
time  of  its  creation)  was  a  non-resident  and  all  beneficiaries  named 
remained  non-residents.  The  repealed  law  also  exempted  income 
from  such  a  trust.     Another  Virginia  law,  Ch.  29,  seems  to  climi- 

^  The  result  of  an  examination  of  latest  available  tax  rates  in  1414  cities 
of  43  states  discloses  that  rates  increased  in  657  cities,  decreased  in  639, 
and  remained  the  same  in  118.  A  great  deal  of  worth  probably  should  not 
be  attached  to  these  figures.  They  may  be  rendered  meaningless  by  circum- 
stances such  as  in  Iowa  where  a  proportionate  credit  is  to  be  given  for 
receipts  under  the  income  and  sales  taxes. 
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nate  the  necessity  of  certain  reassessments  in  1934,  postponing  them 
until  1938.  West  Virginia  H.  J.  R.  4  and  S.  B.  84  propose  to  amend 
the  constitution  in  the  matter  of  assessments  on  the  land  books. 

Intangible  Property 

Bank  stock  is  the  principal  subject  of  legislation  under  this  divi- 
sion. By  Iowa  Ch.  86,  such  stock  will  be  taxed  the  same  as  moneys 
and  credits  at  6  mills  instead  of  at  regular  property  rates  on  one- 
fourth  of  its  value.  New  Jersey  Ch.  2  applies  the  tax  only  to  com- 
mon stock;  the  purpose  apparently  is  to  exempt  preferred  stock 
issued  to  the  Reconstruction  Finance  Corporation.  In  South  Caro- 
lina, Ch.  1056  excludes  the  value  of  federal  farm  loan  bonds  held  by 
banks  in  computing  the  stock  tax  based  on  capital  and  surplus ;  such 
exclusion,  however,  may  not  exceed  25  per  cent  of  the  capital  and 
surplus.  Louisiana  Ch.  6  allows  a  deduction  of  bank  stock  held  by 
the  United  States  in  computing  the  value  of  bank  stock  generally 
for  taxation.  By  Ohio  H.  B.  6,  an  equitable  adjustment  will  be 
made  of  the  tax  against  the  shares,  capital,  surplus,  and  deposits  of 
banks,  etc.  in  liquidation.  Massachusetts  Ch.  362  exempts  bank 
deposits  invested  in  securities  of  the  Home  Owners'  Loan  Cor- 
poration. 

Virginia  Ch.  137  deletes  provisions  which  forbade  local  levies  on 
bonds  of  political  subdivisions  owned  by  railroads  and  canal  com- 
panies, and  eliminates  the  state  tax  on  such  bonds.  This  chapter 
also  repeals  the  5-mill  tax  on  stock  owned  by  water,  heat,  light,  and 
power  companies,  and  reduces  the  state  tax  on  money  owned  by  such 
companies  from  Zyi  mills  to  2  mills.  Michigan  Ch.  13  exempts 
mortgages  to  the  Reconstruction  Finance  Corporation  and  other 
L'nitcd  States  agencies  from  the  mortgage  tax  law. 

Exemptions 

One  of  the  most  important  aspects  of  recent  property  tax  legis- 
lation is  the  growing  movement  for  homestead  exemption.  Missis- 
sippi H.  B.  321  exempts  from  state  ad  valorem  taxes  all  homesteads 
to  the  extent  of  $1,000  (but  not  exceeding  40  acres)  owned  by 
resident  heads  of  families.  Louisiana  Ch.  78  proposes  by  constitu- 
tional amendment  to  exempt  up  to  $2,000  (but  not  exceeding  160 
acres)  from  state  taxes  and  in  Orleans  Parish  local  taxes  as  well. 
The  Louisiana  tax  relief  fund,  created  by  Ch.  54  from  certain  levies, 
is  to  make  up  for  sums  lost  by  reason  of  this  exemption. 

Farm  implements  and  stock  to  the  value  of  $1,000  will  be  exempt 
under  Michigan  Ch.  10.  Mississippi  S.  B.  37  exempts  all  cattle, 
sheep,  goats,  and  hogs  from  ad  valorem  taxes  (state  and  county) 
for  the  two-year  period  ending  December  31,  1935,  and  H.  B.  197 
exempts  brood  mares,  stallions,  and  jackasses  from  property,  privi- 
lege and  occupation  taxes  for  a  period  of  five  years.     New  Mexico 
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Ch.  2  ^  provides  that  agricultural  products  shall  not  be  listed  during 
the  calendar  year  in  which  such  products  were  grown  or  during  the 
following  year.  South  Carolina  S.  B.  1088  is  a  measure  to  exempt 
from  1933  county  taxes  farmers  in  a  named  county  50  per  cent  of 
whose  crops  were  destroyed  by  hail. 

Miscellaneous  other  exemptions  may  be  noted.  [Mississippi  H.  B. 
105  exempts  national  guard  armories,  and  Virginia  Ch.  295  exempts 
property  of  posts  of  certain  war  veterans  and  provides  for  propor- 
tional assessment  of  church  propertj'  not  used  exclusively  for  re- 
ligious purposes.  New  York  Ch.  472  continues  until  1942  a  law 
exempting  New  York  corporations  engaged  in  foreign  ocean  com- 
merce. By  South  Carolina  Ch.  683,  new  manufactories  in  a  named 
county  will  be  exempt  from  county  and  local  taxes  for  a  period  of 
five  years.  Another  South  Carolina  act,  Ch.  841,  permits  remission 
of  county  taxes  in  a  named  county  on  property  destroyed  by  tornado 
in  1933.  Louisiana  Ch.  3  is  a  proposed  constitutional  amendment 
exempting  motor  vehicles. 

Collection  of  Taxes 

A  general  revision  of  the  collection  was  adopted  by  Mississippi 
H.  B.  888.  This  act  gives  permanent  effect  to  the  temporary  law 
for  holding  tax  sales  in  September  as  well  as  in  y\.pril.  New  Mex- 
ico Ch.  27  definitely  sets  November  1  as  the  date  taxes  are  due  and 
provides  for  tax  sales  in  December  instead  of  in  June.  It  denies 
the  right  of  possession  to  a  purchaser  at  the  time  of  sale  and  pro- 
vides for  assessment  after  sale  in  the  name  of  the  original  owner 
rather  than  the  purchaser. 

A  receivership  law  similar  to  those  of  Illinois  and  New  Jersey 
was  adopted  by  Ohio  H.  B.  28.  By  its  terms,  the  county  treasurer 
may  be  appointed  receiver  ex-officio  of  the  rents,  issues  and  income 
of  property  the  taxes  on  which  have  remained  delinquent  for  six 
months.     A  taxpayer's  residence  is  exempt. 

Under  New  York  Ch.  596,  municipalities  may  accept  payment  of 
taxes  from  corporations  organized  for  making  loans  to  taxpayers. 
A  conditional  receipt  is  issued  and  deposited  in  a  bank  where  the 
taxpayer  will  make  payments  on  the  loan.  Note  of  the  payment 
will  be  made  on  the  receipt.  After  the  loan  is  paid  in  full,  a  regular 
receipt  will  be  issued.  In  case  of  default,  the  municipality  makes  a 
refund  to  the  lending  corporation  to  the  extent  of  the  default  and 
then  proceeds  to  enforce  its  lien  against  the  property. 

Protection  of  the  public  interest  in  delinquent  property  is  the 
subject  of  several  laws.  By  Massachusetts  Ch.  154,  a  town  holding 
such  property  may  require  the  owner  to  insure  it.  In  Mississippi, 
by  H.  B.  720,  the  owner  of  lands  sold  to  the  state  for  taxes  may  not 
cut  timber  or  extract   minerals   during  the   period   of   redemption. 

"  Held  unconstitutional  by  attorney-general. 
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Michigan  Ch.  38  clarifies  the  law  under  which  tax  Hens  are  prior  to 
mortgage  Hens.  West  Virginia  S.  B.  49  and  134  makes  the  sheriff 
tax  collector  for  municipalities. 

The  Iowa  law  for  remission  of  taxes  on  destroyed  property  is 
extended  by  Ch.  91  to  provide  a  remission  for  bank  stock  on  which 
a  stock  assessment  has  been  levied. 

Xumerous  other  laws  (including  at  least  30  not  listed  in  the 
accompanying  table)  relate  to  other  phases  of  tax  collection.  There 
is  set  out  above  a  tabular  presentation  of  references  to  laws  designed 
to  induce  payment  of  taxes. 

Chairman  A.  E.  Holcomb  :  That  was  a  very  interesting  discus- 
sion. It  has  been  very  valuable  to  hear  this  summary,  and  I  expect 
that  many  of  us  have  been  so  much  interested  that  we  should 
perhaps  like  to  find  out  a  little  more  about  something,  as  to  some 
of  these  states  that  have  been  spoken  of.  They  might  be  called  on 
to  tell  whether  what  Mr.  Manning  has  said  is  correct,  and  he  might 
have  something  to  say.  Is  there  any  discussion  or  any  question  to 
ask  Mr.  Manning  with  respect  to  this  summary  ? 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  should  like  to  ask, 
Mr.  Chairman,  whether  the  report  of  New  York  City  that  Mr. 
Manning  has  given  is  the  latest  bulletin  from  New  York  City. 
There  have  been  so  many  changes  in  the  situation  there  that  I  con- 
fess what  I  thought  they  had  done  on  that  is  a  little  different  from 
what  Mr.  Manning  reports. 

Chairman  A.  E.  Holcomb  :  I  don't  know  that  they  have  done 
anything  yet.     Have  they,  Mark? 

Mark  Graves  (New  York)  :  The  mayor  signed  two  bills  in  the 
past  week. 

Chairman  A.  E.  Holcomb:  Did  you  include  that,  Mr.  Manning? 

R.  E.  Manning  :  The  thing  I  mentioned  was  that  there  were 
bills  pending  at  the  present  time.  That  is  the  last  information 
which  I  had,  at  the  time  I  prepared  this  paper.  Of  course,  it  is 
pretty  hard  to  get  last  information  in  the  whole  forty-eight  states, 
that  is,  up  to  within  two  or  three  days  of  the  time  of  this  meeting, 
and  try  to  present  the  thing.  The  last  information  I  had,  I  think, 
on  New  York  City  was  about  fifteen  days  ago,  and  at  that  time, 
the  report  that  I  had  was  that  the  rates  were  l/20th  of  one  percent 
on  gross  income  of  businesses  generally,  and  1/1 0th  of  one  percent 
on  financial  businesses,  the  rate  under  the  1933  law;  and  then  there 
was  this  one  and  one-half  percent  gross  income  tax  on  utilities. 
Now,  those  are  all  temporary  laws,  and  it  would  take  new  1934 
legislation  to  continue  that  sort  of  thing.  As  to  what  they  finally 
did,  probably  Mr.  Graves  or  someone  else  can  tell  better  than  I — 
just  what  has  been  the  final  result.    I  know  that  the  bankers  here  a 
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week  or  ten  days  ago  were  protesting  against  the  tax.  I  don't  know 
whether  they  said  it  would  not  raise  the  money  they  expected,  or 
what  it  was.  Probably  someone  knows  more  about  the  New  York 
situation  than  I  do. 

Chairman  A.  E.  Holcomb  :  That  reminds  me  that  perhaps  Mr. 
Doyle,  if  he  is  in  the  room,  can  tell  us  what  is  the  latest  on  that. 

E.  P.  Doyle  (New  York)  :  The  mayor  signed  two  bills  for 
1/lOth  of  one  percent  on  the  gross  income  of  business  and  also  a 
tax  of  fifteen  percent  on  the  federal  income  tax  that  will  be  due 
March  15th. 

Chairman  A.  E.  Holcomb:  Fifteen  percent  on  the  income 
shown  by  the  return  ? 

E.  P.  Doyle:  As  shown  by  the  federal  return,  fifteen  percent 
on  the  income  tax,  on  the  amount  you  pay,  a  fifteen  percent  charge 
on  that,  not  on  the  income  itself,  but  on  the  tax  you  pay. 

Franklin  S.  Edmonds  (Pennsylvania)  :  That  is  what  I  under- 
stood had  happened  in  New  York. 

R.  E.  Manning  (District  of  Columbia)  :  I  had  not  seen  that 
provision,  except  I  do  recall  its  pending,  but  I  did  not  have  the 
terms  of  the  proposed  bill,  so  I  didn't  know. 

Chairman  A.  E.  Holcomb  :  Is  there  anything  else  that  any- 
body has  thought  of,  or  seen  or  heard,  that  he  would  like  to  find 
out  a  little  more  about,  while  the  opportunity  is  here?  We  won't 
have  Mr.  Manning  after  he  once  leaves  us,  until  we  see  it  all  in 
the  book. 

R.  E.  Manning:  I  can  say  that  I  have  probably  eight  or  ten 
copies  of  this  paper,  and  if  anybody  desires  to  look  at  it  I  shall  be 
very  happy  to  let  them  do  it,  if  they  promise  not  to  keep  it  too  long. 
Last  year  I  had  considerable  difficulty  in  trying  to  let  everyone  see 
it  who  wanted  it,  and  I  did  not  get  some  of  the  papers  back.  If 
someone  wishes  them  they  can  ask  me  for  them  and  I  will  be  glad 
to  let  them  have  a  copy. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  think,  Mr.  President, 
someone  else  having  spoken  in  between,  I  am  not  speaking  out  of 
turn,  under  the  rules.  I  think  Pennsylvania  has  made  an  interest- 
ing contribution  towards  raising  funds  that  I  did  not  hear  referred 
to  there,  namely,  that  we  borrowed  from  our  special  funds  some 
$20,000,000,  and  that  has  been  borrowed  from  them  with  the  promise 
that  it  will  be  returned.  Individually,  I  cannot  defend  it  as  a  method 
of  financing,  but  as  an  item  of  news  it  perhaps  deserves  a  place 
along  with  the  other  efforts  that  you  are  referring  to. 

R.  E.  Manning:  It  has  been  extremely  interesting  to  observe 
the  efforts  on  the  part  of  states  to  transfer  funds  from  one  place  to 
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another,  as  Senator  Edmonds  says,  with  the  expressed  intention  of 
paying  them  back  sometime.  It  does  not  seem  to  work  very  well  in 
some  states.     Tliey  don't  get  them  back. 

John  E.  Brindley  (Iowa)  :  What  Mr.  Manning  mentioned  there 
in  connection  with  the  Iowa  law  is  quite  true,  but  it  should  be 
understood  that  capital  gains  are  not  required  and  they  do  not  allow 
losses. 

Chairman  A.  E.  Holcomb  :  In  other  words,  capital  gains  and 
capital  losses  are  out  of  the  whole  picture. 

John  E.  Brindley:  Both  out. 

R.  E.  Manning:  I  meant  to  say  that  there  was  a  provision  also 
in  connection  with  gains  and  losses.  I  don't  remember  whether  I 
said  it  or  not.  Mississippi  has  also  adopted  some  provision  which 
does  not  go  quite  as  far  as  Iowa.  They  deny  the  right  to  deduct 
losses  and  they  exclude  gains  from  the  sale  or  exchange  of  property 
other  than  business  property.  That  is,  if  the}"^  sell  or  exchange 
business  property,  the  income  therefrom  shall  be  included  in  the  in- 
come of  the  taxpayer  and  the  losses  shall  be  deducted,  but  any  other 
gains  or  losses  shall  not  be  considered.  They  are  out  altogether. 
That  is  a  point  I  wished  to  bring  out,  so  I  am  glad  you  mentioned 
that. 

Chairman  A.  E.  Holcomb  :  Col.  Stone,  do  you  agree  with  that  ? 

A.  H.  Stone  (Mississippi)  :  That  is  substantially  true.  I  can 
tell  you  what  is  more  important  than  that,  though,  and  that  is  that 
the  sales  tax  which  was  adopted  in  1932  as  an  emergency  measure 
was  reenacted  in  1934  as  a  permanent  part  of  the  tax  structure,  and 
also  last  week  we  made  a  three-mill  or  thirty-seven  and  one-half 
percent  reduction  in  property  taxes. 

R.  E.  Manning:  I  would  say,  in  connection  with  Mississippi,  in 
addition  to  extending  that  temporary  sales  tax,  they  also  made  a 
tax  on  amusements  and,  I  believe,  a  tax  on  tobacco. 

A.  H.  Stone:   It  was  a  two  percent  sales  tax. 

C.  W.  Core  (New  York)  :  In  my  travels  through  northern 
Michigan  I  experienced  that  sales  tax  there  on  such  things  as  toilet 
goods,  tooth  paste,  magazines  and  tobacco,  and  also  in  Ohio.  Did 
you  put  that  in? 

R.  E.  Manning:  I  went  into  all  the  specific  articles  which  were 
included  in  the  sales  tax.  The  things  which  Mr.  Stone  referred  to 
and  which  I  referred  to  were  special  laws ;  they  were  not  in  the 
sales  tax  itself.     Those  were  separate  laws. 

C.  W.  Core  :  As  a  matter  of  news,  I  know  I  experienced  tliat 
sales  tax  in  those  two  states,  Michigan  and  Ohio. 
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R.  E.  Manxixg:  The  sales  taxes  adopted  in  1934  were  generally 
broader  than  the  sales  taxes  that  were  passed  in  1933.  I  think  all 
four  of  these  new  gross  sales  taxes  applied  to  electricity,  gas  and 
water,  which  were  included  in  some  of  the  1933  laws  but  not  all  of 
them.     I  think  they  all  apply  to  amusements,  as  well. 

C.  W.  Core  :  I  would  like  to  know  if  there  are  any  gentlemen  in 
the  audience  from  those  two  states. 

Chairman  A.  E.  Holcomb  :  Which  states  ? 

C.  W.  Core:  Ohio  and  Michigan.  I  would  like  to  know  some- 
thing on  that  sales  tax. 

Chester  M.  Martin  (Michigan)  :  I  have  only  been  with  the 
state  tax  commission  since  last  October.  We  have  a  sales  tax.  We 
have  many  other  taxes  there — special  taxes.  With  me  tonight  is 
the  dean  of  taxation  in  Michigan.  With  me  tonight  is  a  delegate 
who  is  a  Republican,  appointed  by  a  Democratic  governor,  who  has 
been  repudiated  by  my  own  Democratic  party — Mr.  M.  B.  McPher- 
son,  a  man  at  whose  feet  I  have  sat  and  listened,  and  who  knows 
more  about  taxation,  I  think,  than  anybody  in  America,  so  I  am 
going  to  turn  the  floor  over  to  my  confrere,  Mr.  McPherson. 

Chairman  A.  E.  Holcomb  :  Did  you  hear  the  questions  that 
were  asked,  Mr.  McPherson  ? 

M.  B.  McPherson  (Michigan):  I  think  I  did,  but  I  thought  a 
subject  like  that  was  probably  coming  up  at  some  later  session. 

Chairman  A.  E.  Holcomb:  He  just  wanted  information. 

M.  B.  McPherson  :  Yes,  we  have  the  sales  tax  and  it  covers 
everything,  and  there  has  been  no  change  since  you  met  them  a 
year  ago.  At  a  later  meeting  we  will  be  glacj  to  tell  you  of  the 
operation  of  the  sales  tax,  the  defects  that  have  developed,  the  bene- 
ficial effects  and  the  contemplated  changes  that  we  know  must  come, 
because  the  candidates  for  governor  of  the  two  major  parties  have 
both  promised  some  major  changes. 

Chairman  A.  E.  Holcomb  :  We  are  not  discussing  the  merits 
of  these  things;  we  are  just  finding  out  facts  now,  finding  out  what 
has  been  going  on  during  the  last  year. 

H.  P.  Leathan  (Utah)  :  I  would  like  to  ask  Mr.  Manning  a 
question :  What  are  the  extremes  in  rates  of  the  sales  taxes  in  the 
various  states? 

R.  E.  Manning:  Three  percent  I  believe  is  the  maximum  rate 
exacted  by  any  state.  I  am  not  certain  of  that.  Kentucky  this  year 
adopted  a  three  percent  rate,  and  it  seems  to  me  North  Carolina 
has  a  three  percent  rate  that  was  enacted  in  1933,  but  I  am  not 
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quite  sure  on  that  point.  I  think  three  percent  is  now  the  maximum 
rate  exacted  under  any  sales  tax  by  any  state.  The  minimum  I 
think  is  one-half  of  one  percent  under  the  Missouri  law.  Of  course, 
in  New  York  City  they  have  this  1/1 0th  or  l/20th  of  one  percent 
levied  under  the  1933  act. 

Chairman  A.  E.  Holcomb:  That  would  hardly  be  classified  as 
what  I  think  of  as  a  sales  tax,  that  emergency  tax  in  the  city  of 
Xew  York. 

R.  E.  Manning:  It  is  more  what  is  generally  known  as  a  gross 
income  tax  than  a  sales  tax,  but  the  terminology  in  all  of  this  matter 
is  rather  confused,  that  is,  the  term  "  sales  tax  "  is  often  applied  to 
the  whole  subject  of  gross  income  taxes  as  well. 

B.  F.  SissoN  (New  York)  :  I  thought  it  might  be  interesting, 
while  the  record  is  being  made  of  the  states  that  have  enacted  a 
sales  tax,  that  mention  might  be  made  of  those  states  that  have  had 
a  sales  tax  where  apparently  it  had  not  been  entirely  satisfactory 
and  the  tax  had  been  discontinued  for  one  reason  or  another,  I  be- 
lieve the  gentleman  from  Pennsylvania  has  indicated  that  there  was 
a  sales  tax  there  which  was  discontinued,  and  there  was  also  a  state- 
wide sales  tax  in  New  York  which  expired  on  the  1st  of  July,  1934. 

Franklin  S.  Edmonds  (Pennsylvania)  :  The  Pennsylvania  act 
under  its  terms  was  one  for  six  months,  and  when  the  six  months 
passed,  of  course,  the  act  expired.  It  was  not  contemplated  to  be 
effective  for  a  longer  time  than  that.  Now,  as  to  New  York,  I 
think  Mr.  Graves  can  answer  that. 

Mark  Graves  (New  York)  :  That  was  true  of  the  New  York 
act.  That  also  was  enacted  for  a  limited  length  of  time,  which 
expired  on  June  30,  1934,  and  was  not  continued. 

R.  E.  Manning:  I  would  say  also  with  reference  to  all  the  1934 
gross  income  taxes,  they  are  all  temporary,  every  one  of  those  four 
laws  passed  this  year  are  temporary  laws,  and  I  think  the  last  one 
to  expire  will  expire  some  time  in  July,  1937.  Every  one  of  the 
sales  taxes  of  1934  has  been  a  temporary  measure. 

Franklin  S.  Edmonds  :  Is  the  change  in  the  income  tax  in  Iowa 
a  temporary  or  a  permanent  change  in  the  law  ? 

R.  E.  Manning:  This  is  a  permanent  change.  They  adopted  in 
1934  what  I  think  they  call  the  Property  Tax  Relief  Act,  or  some 
such  thing.  The  single  act  included  an  income  tax  on  individuals 
and  corporations  and  this  sales  tax.  As  I  understand  it,  the  local 
units  will  proceed  to  levy  their  regular  property  tax  rates,  but  the 
amount  of  revenue  over  and  above  a  certain  sum  which  is  to  go  to 
the  state,  is  to  be  turned  over  to  the  local  unit  and  then  be  credited 
against  the  individual  tax  bill.     I  am  not  certain  of  that. 
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Chairman  A.  E.  Holcomb  :  How  is  that,  IMr.  Brindley  ?  Are 
you  satisfied  with  that? 

John  E.  Brindley  (Iowa)  :  Xo,  that  is  not  quite  correct,  Mr. 
Chairman.  In  the  first  place,  the  law  allocates  $3,000,000  as  emer- 
gency relief,  and  that  money,  I  think,  will  be  paid  in  a  very  short 
time.  It  allocates  $6,000,000  to  the  state  government  for  state  pur- 
poses, and  the  balance  for  1935,  which  is  estimated  to  give  out 
$9,000,000  or  $10,000,000  is  allocated  on  the  basis  of  assessed  valua- 
tion, as  you  suggest. 

R.  E.  Manning:  But  that  is  to  be  credited,  is  it,  against  each 
individual  ? 

John  E.  Brindley:  The  second  half,  yes. 

Chairman  A.  E.  Holcomb  :  Any  other  observation  ? 

Thomas  C.  La  very  (Ohio)  :  Our  legislature  has  steadfastly  re- 
fused to  pass  a  sales  tax,  although  we  are  practically  surrounded  by 
states  which  do  have  sales  taxes.  We  have  a  great  number  of  so- 
called  excise  taxes,  which  are,  I  think,  in  effect  selective  sales  taxes ; 
but,  so  far  as  a  general  sales  tax  is  concerned,  the  battle  was  fought 
between  Governor  White  and  the  general  assembly  practically  all 
of  last  year,  and  you  all  know  what  the  result  was.  What  will 
happen  in  the  future,  of  course,  none  of  us  can  say  at  the  present 
time. 

Chairman  A.  E.  Holcomb:  Any  other  state?  There  is  plenty 
of  time,  gentlemen;  we  do  not  have  to  hurry  tonight.  Some  nights 
we  shall  be  hurried. 

A.  H.  Stone  (Mississippi)  :  I  understood  Mr.  Manning  to  say 
that  the  sales  tax  laws  enacted  in  1934  were  all  temporary  or  emer- 
gency measures.  The  sales  tax  law  enacted  in  Mississippi  in  1934 
was  the  result  of  simply  removing  the  emergency  feature  and  mak- 
ing it  a  permanent  feature. 

R.  E.  Manning:  I  probably  did  not  make  myself  clear  in  mak- 
ing that  statement.  The  thing  I  had  in  mind  was  four  new  states 
which  never  levied  a  sales  tax  before. 

A.  H.  Stone  :  Also  with  reference  to  the  question  that  the  gentle- 
man asked  back  there  as  to  rates :  in  Mississippi  there  are  five 
rates,  2>4%,  2%,  1%,  ;^%,  }i%. 

R.  E.  Manning:  That  is  probably  the  only  state  that  has  a  grad- 
uated levy. 

A.  H.  Stone  :  That  applies  to  business  operation — manufacturers, 
wholesalers,  retailers,  distributors,  and  natural  resources. 

Chairman  A.  E.  Holcomb  :  Tomorrow  morning  we  are  going 
to  have  a  subject  that  you  all  will  be  interested  in.     Every  time  you 
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get  next  to  a  tax  man,  he  says,  '"  What  are  you  going  to  do  for 
real  estate— relief  for  real  estate?"'  Now,  we  have  quite  a  session 
devoted  to  that,  through  a  straight  paper  on  relief,  another  paper 
on  the  experience  of  the  states  with  relief  taxes,  and  another  paper 
on  exemptions,  and  they  all  ought  to  be  worthwhile  thinking  about 
and  talking  about,  particularly:  and  I  wish  you  would  prepare  to 
make  some  contributions.  There  are  certain  announcements  that 
are  to  be  made,  but  I  did  want  to  ask  you  to  bear  in  mind  that  this 
year,  if  possible,  we  should  like  to  have  wide  discussions.  We  are 
going  to  be  harsh  with  the  rules,  because  we  cannot  have  discus- 
sion unless  we  are ;  but,  also  bear  in  mind  that  we  are  trying  to  do 
it  for  the  good  of  the  cause. 

Philip  Zoercher  (Indiana)  :  I  would  like  to  call  your  attention 
to  the  fact  that  heretofore  we  have  tried  to  always  call  the  meeting 
promptly  at  the  appointed  time,  and  have  reminded  the  delegates  to 
be  here  at  9 :  30  in  the  morning,  and  then  at  2 :  30  in  the  afternoon, 
and  not  at  2 :  35  or  2 :  45,  but  at  the  proper  time. 

Chairmax  a.  E.  Holcomc:  That  old  bull-dog  is  alwa\-s  on  the 
watch. 

We  have  certain  announcements  to  make.  We  have  labored  pretty 
hard  this  year,  with  this  program,  and  a  lot  of  credit  is  due  to 
Commissioner  Long  for  getting  it  up  and  for  getting  these  elegant 
appointments  that  we  have,  and  the  arrangements  that  have  been 
made  and  those  that  we  do  not  yet  know  about.  I  would  like  to 
have  the  Commissioner  say  a  word  with  respect  to  those  arrange- 
ments, and  about  the  personnel  that  made  it  possible  —  Mr.  \'ice- 
President. 

Henry  F.  Long  (Massachusetts)  :  Mr.  President  and  Friends  of 
the  conference,  all  I  wish  to  do  is  simply  to  introduce  the  chairman 
of  the  entertainment  committee,  who  was  long  a  deputy  commis- 
sioner of  corporations  and  taxation,  and  who  heads,  as  chairman, 
the  board  of  tax  appeals,  which  is  quite  unique  in  the  tax  structures 
of  America.  Here  in  Massachusetts  that  has  been  in  operation,  as 
most  of  you  know,  since  December  of  1930,  and  has  filled  a  very 
peculiar  niche  in  tax  administration  and  tax  appeal.  Mr.  Holmes, 
who  I  am  going  to  have  make  some  announcements  to  you  about 
some  things  he  would  like  to  have  you  have  in  mind  with  respect  to 
entertainment,  and  in  order  to  get  all  of  ourselves  properly  iden- 
tified. I  want  you  to  know  that  in  addition  to  being  chairman  of 
tlie  board  of  tax  appeals,  which  is  a  new  kind  of  animal,  Mr.  Holmes 
is  also  one  who  lives  within  the  very  shadow  of  Plymouth  Rock, 
his  ancestors  having  landed  there  at  the  Rock,  moving  just  far 
enough  away  so  their  descendants  could  put  their  feet  on  the  Rock, 
but  who  have  not  strayed  any  distance  from  the  Rock,  so  I  want 
you  to  see  what  a  Pilgrim  looks  like  who  has  stayed  near  the  Rock. 
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Alexander  Holmes  (Massachusetts)  :  I  am  glad  tliat  Mr.  Long 
did  not  tell  you  what  they  call  us  down  that  way.  They  call  us 
nothing  but  barnacles,  still  clinging  to  Plymouth  Rock.  Now,  I  am 
not  going  to  talk  to  you  about  tax  appeals,  or  about  any  of  the 
problems  of  taxation  here.  I  simply  want  to  tell  you  that  your 
chairman  intends  you  shall  tend  to  your  knitting  in  this  conference, 
that  you  shall  continue  uninterruptedly  to  discuss  tax  questions,  and 
that  we,  as  a  committee  on  entertainment,  have  arranged  our  plans 
so  as  not  to  interfere  with  a  single  session ;  anything  that  we  are 
providing  will  be  put  in  between,  sliced  in  between  the  sessions. 
The  one  thing  I  want  you  to  do  for  us  is  to  suggest,  both  ladies  and 
gentlemen,  how  many  are  to  attend  the  various  functions,  and  I 
suggest  that  you  register  at  the  desk  as  soon  as  possible  so  that  we 
may  know  how  many  are  going  to  go  on  the  various  little  trips. 
On  Friday  all  of  the  ladies  and  men  are  invited  to  a  trip  to  Plymouth 
Rock.  If  you  will  let  us  know  by  \^'^ednesday  how  many  are  going, 
we  won't  have  to  do  as  one  old  fellow  did  down  in  Plymouth,  once 
upon  a  time.  On  a  Sunday,  when  the  steamer  was  coming  in,  he 
ran  out  on  the  bluff  with  his  spyglass,  and  he  looked  way  down 
yonder,  and  was  heard  to  holler  to  the  cook  to  put  another  bucket 
of  water  in  the  chowder,  "  There's  a  hell  of  a  crowd  on  board." 

Chairman  A.  E.  Holcomb  :  Mr.  Secretary,  have  you  any  an- 
nouncements to  make? 

Secretary  W.  G.  Query  :  I  wish  to  announce  that  the  Massa- 
chusetts Society  of  Certified  Public  Accountants,  Incorporated,  ex- 
tends to  accountants  attending  the  conference  an  invitation  to  a 
complimentary  luncheon  Thursday,  at  1  :  00  o'clock.  It  will  be  ap- 
preciated if  any  accountants  who  desire  to  attend  the  luncheon  will 
leave  their  names  at  the  registration  desk,  or  with  Mr.  E.  E.  Wake- 
field not  later  than  Wednesday  noon. 

Chairman  Holcomb  :  Is  there  anything  that  we  have  forgotteti — 
anything  that  anybody  wants  to  mention  ? 

William  Mueller  (Minnesota)  :  I  think  it  would  be  desirable 
to  have  this  committee  on  resolutions  appointed  as  soon  as  con- 
venient, and  probably  at  tomorrow  evening's  session ;  and  in  order 
to  let  the  chairman  know  where  he  is  at,  I  think  we  ought  to  pass 
a  resolution  here  giving  the  various  state  delegations  until  to- 
morrow evening  at  6 :  00  o'clock  to  announce  their  choice,  and,  fail- 
ing to  do  that,  that  the  Chair  will  make  his  own  selection,  so  that 
he  can  announce  the  resolutions  committee  at  tomorrow  evening's 
session. 

Chairman  A.  E.  Holcomb:  I  attempted  to  say  all  that  it  was 
possible  to  say  on  that  subject.  We  must  get  ahead  with  that 
thing,  and  I  shall  have  to  act  without  your  recommendations  if  you 
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don't  put  in  a  recommendation.  In  any  event  I  shall  make  an 
attempt  to  ask  people  from  any  state  if  it  is  okeh  for  the  man  I 
suggest.    It  is  a  good  point  that  it  should  be  done  tomorrow. 

William  Mueller:  I  just  wanted  to  fix  the  time. 

Chairman  A.  E.  Holcomb:  It  has  always  dragged.  I  don't 
know  whether  it  is  quite  proper  to  make  a  motion  to  that  effect, 
because  we  have  already  authorized  the  chairman  to  make  appoint- 
ments, and  he  is  going  to  do  so.  It  seems  unnecessary  to  make  a 
further  motion  on  that,  but  I  appreciate  your  suggestion,  and  I  hope 
that  the  men  will  either  hand  the  names  in  to  me  or  to  the  secre- 
tary. If  that  is  not  done,  I  am  going  out  to  the  box  and  pick  out  a 
name  and  put  it  on  a  piece  of  paper  and  read  it  here,  as  far  as  I 
can  do  that,  but  I  thought  it  would  not  be  fair  to  start  in  until 
tomorrow  morning,  because  there  are  many  who  won't  show  up 
until  the  morning  trains  come  in,  and  some  states,  perhaps,  won't 
show  up  until  later  in  the  week,  but  we  cannot  wait.  I  agree  with 
you  that  it  is  a  thing  that  we  cannot  postpone,  if  we  are  going  to 
have  a  resolutions  committee. 

Now  then,  shall  we  adjourn  or  do  something  else,  or  shall  we 
sing  a  song? 

(Motion  to  adjourn) 

(Adjournment) 


SECOND  SESSION 

Tuesday,  October  2,  1934,  9 :  30  A.  M. 

Chairman  A.  E.  Holcomu:  The  meeting  will  please  be  in  order. 
I  won't  take  niucli  of  your  time  but  I  do  want  to  name  certain  states 
that  have  already  appointed  their  members  of  the  resolutions  com- 
mittee. Upon  suggestion  of  the  delegations  I  have  appointed  the 
following : 

(The  Chairman  thereupon  read  the  names  of  members  of  the 
resolutions  committee  for  the  states  of  Indiana,  Massachusetts, 
Pennsylvania,  Utah,  New  Jersey,  Ohio,  Connecticut,  Michigan  and 
Florida.) 

Chairman  A.  E.  Holcomh:  I  should  like  to  request  that  the 
rest  of  the  states  proceed  promptly  to  turn  in  the  names,  for  the 
axe  will  fall  about  this  evening.  If  you  don't  get  them  in,  I  shall 
make  somebody  a  member  of  the  resolutions  committee. 

At  this  point  we  shall  begin  the  program,  which,  as  you  know, 
is  on  the  question  of  relief  for  real  estate  through  tax  limitation. 
Perhaps  one  of  the  most  acute  observers  in  the  country,  years  ago 
told  me  that  real  estate  was  suffering  from  the  fact  that  it  never 
had  any  representation.  There  has  been  more  or  less  talk  of  real 
estate  organizations,  but  the  real  situation  is  that  the  ordinary  owner 
of  real  estate  never  had  a  look-in,  and  never  will,  as  I  can  see  it. 
I  hope  I  am  mistaken.  We  have  here  today  a  gentleman  from  the 
National  Association  of  Real  Estate  Boards,  Mr.  Adam  Schantz, 
chairman  of  their  tax  committee. 

I  take  occasion  to  repeat  the  rule  that  there  are  twenty  minutes 
allowed  for  the  formal  reading  of  the  paper,  and  that  the  reader 
shall  be  warned  two  minutes  before  that  time  expires,  and  the  time 
may  be  extended  by  unanimous  consent,  but  that  is  all.  Unanimous 
consent  is  sometimes  a  difiicult  thing  to  get.  We  want  to  start  of¥ 
under  the  rules  and  play  the  game  according  to  the  rules,  and  I 
propose  to  do  so,  if  I  can ;  so  I  now  call  on  Mr.  Adam  Schantz  of 
the  National  Association  of  Real  Estate  Boards.  Mr.  Schantz 
comes  from  Dayton,  Ohio. 

Adam  Schantz  (Ohio)  :  Mr.  Chairman,  Members  of  the  Na- 
tional Tax  Conference  and  Friends :  I  had  prepared  a  paper.  I  feel 
under  the  circumstances,  knowing  that  Mr.  Burton,  who  will  follow 
me,  will  speak  upon  the  problem  of  modifying  our  present  real  estate 
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tax  system,  and  realizing  that  you  are  authorities  in  the  field  of 
taxation,  and  therefore  know  the  history  of  real  property  taxation  far 
better  than  I,  that  it  would  be  presumptuous  on  my  part  to  ask  you 
to  indulge  with  me  in  the  reading  of  a  long  paper,  much  of  which  is 
devoted  to  a  history  of  real  property  taxation.  I  therefore  would 
like  to  address  you  directly  to  the  problem  of  real  property  tax 
limitation.  Perhaps  after  I  have  finished  discussing  this  problem, 
I  will  be  very  much  in  the  position  of  the  young  man  who,  as  a 
member  of  Congress,  gave  a  talk  on  some  important  question,  and 
after  he  had  finished  and  asked  an  older  man  about  his  talk,  how 
good  it  was,  the  older  man  said,  '"  Your  talk  was  both  good  and 
new ;  w-hat  was  new  was  not  good,  and  what  was  good  was  not 
new." 

I  hope  also,  in  giving  these  views,  you  will  understand  the  limi- 
tations of  the  speaker  and  his  interests,  and  that  you  will  place 
proper  emphasis  upon  what  I  have  to  say.  I  trust  I  shall  not  be 
misunderstood,  as  was  the  clergyman  who  was  handed  a  paper  by 
the  wife  of  a  sailor.  The  paper  read :  "  John  Jones  having  gone 
to  sea,  his  wife  requests  the  congregation  to  pray  for  his  safety." 
The  minister,  in  reading  it,  read  it  as  follows :  "  John  Jones,  having 
gone  to  see  his  wife,  requests  the  congregation  to  pray  for  his 
safety." 

I  represent  the  National  Association  of  Real  Estate  Boards,  as 
chairman  of  its  state  and  local  tax  committee.  I  want  to  give  you 
that  prejudice.  We  are  essentially  interested  in  the  problem  of  real 
property  tax  relief.  We  do  not  propose  any  form  of  taxation  that 
would  seek  to  overcome  all  of  the  evils  of  taxation.  Taxation  seems 
to  have  followed  rather  a  treacherous  course.  New  iniquities  have 
followed  old  balances.  It  has  been  a  trial  and  error  effort  through- 
out. Very  little  is  known  of  the  natural  principles  of  taxation.  We 
are  concerned  with  the  problem  of  real  property  tax  relief. 

More  than  a  year  ago  a  study  was  made  by  Professor  Simeon  E. 
Leland,  who  is  here  today,  for  the  National  Association  of  Real 
Estate  Boards.  Further  studies  of  this  kind  have  been  made  by 
others.  I  have  been  interested  in  the  work  of  Dr.  Ely  and  Mr. 
Burton.  The  National  Association  of  Real  Estate  Boards,  however, 
in  trying  to  work  out  this  problem  of  real  property  taxation,  trying 
to  get  a  break  for  it,  if  you  please,  finally  decided  there  was  one 
means,  a  most  militant  means,  I  assure  you,  to  force  a  change  in 
the  tax  procedure  of  our  states.  I  am  not  unaware  of  the  difficul- 
ties, nor  am  I  unaware  of  the  warpings  that  tax  limitation  will 
bring.  We  have  believed  that  in  the  proper  working  out  of  a  tax 
system — assuming  that  the  formation  of  your  society  were  properly 
represented  in  the  legislature,  and  that  the  legislature  did  act  for 
the  best  interests  of  all — tax  limitation  would  be  an  utterly  unneces- 
sary procedure,  in  fact  might  be  regarded  as  detrimental  in  that  it 
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did  not  give  sufficient  play  to  forces  that  might  be  operating  for 
the  good  of  taxation.  But,  we  determined  that  there  was  but  one 
rallying  point  around  which  real  estate  could  at  this  time  come,  a 
point  from  which  it  might  drive  forward  with  greater  certainty  of 
a  change  in  taxation,  and,  with  proper  safeguard,  the  In'oadening  of 
the  tax  base.  That  point  was  tax  limitation.  It  cannot  be  denied 
that  tax  limitation  when  applied  to  the  point  where  it  will  hurt,  will 
force  a  change  in  your  tax  system,  particularly  when  that  is  in- 
volved in  the  constitutions  of  the  states  and  becomes  almost  impreg- 
nable. Legislative  reductions  are  subject  to  the  whims  of  legislatures. 
It  has  become  obvious  through  the  past  few  years  that  we  were 
heading  toward  difficulty,  anyway.  You  cannot  bankrupt  a  bank- 
rupt; and  that  is  precisely  where  tlie  present  tax  system  has  brought 
us  today. 

We  feel  that  under  the  circumstances  we  are  correct  in  assuming 
a  more  militant  attitude  in  view  of  the  condition  that  is  forcing  us 
into  recognition  of  our  plight.  We  believe  it  is  correct  to  assume 
that  militant  attitude. 

In  Ohio  we  have  been  operating  under  a  so-called  15-mill  limita- 
tion amendment,  in  force  a  few  years.  Last  year  we  decided  to 
reduce  that  to  10  mills,  a  one  percent  limitation,  knowing  full  well 
that  it  would  operate  in  two  directions. 

The  first  effect  of  a  reduction  in  base  millage,  in  a  state  where 
you  had  a  $200,000,000  delinquency,  was  to  establish  a  new  interest 
in  real  property,  to  encourage  tax  paying,  and  perhaps  to  stimulate 
tax  paying  to  the  point  where  all  of  the  millage  reduction  would 
not  be  real,  inasmuch  as  there  would  be  a  greater  tax  collection,  not 
only  of  the  current  tax  but  of  the  delinquency  accumulated.  We 
knew  also  that  in  too  many  circumstances  in  Ohio  the  5-mill  reduc- 
tion, from  15  to  10  mills,  would  create  such  a  problem  in  operation 
that  the  state  would  necessarily  have  to  come  in  and  relieve  that 
situation.  We  knew  that  that  could  not  be  obtained  through  legis- 
lature, because  we  had  tried  it.  We  found  forces  operating  against 
it,  the  teachers'  organizations,  manufacturers'  groups,  merchandiz- 
ing groups — all  of  the  groups  having  powerful  lobbies  to  protect 
themselves,  exerting  an  influence  that  cannot  be  denied.  But,  we 
found  no  strong  force  operating  to  protect  real  estate.  We  found 
merchants  quite  willing  to  have  the  load  removed  from  their  shoul- 
ders and  placed  upon  real  property.  They  were  not  so  much  con- 
cerned with  the  problem  of  taxation  as  a  whole,  as  they  were  with 
the  problem  of  protecting  their  particular  interests  from  the  on- 
slaught of  excessive  taxation.  We  finally  felt  our  only  course  was 
the  constitutional  road.  An  initiative  petition  was  passed  through- 
out the  state  and  265,000  signatures,  the  necessary  number  of  sig- 
natures, were  obtained,  which  placed  the  measure  upon  the  ballot, 
and  it  passed  by  a  vote  of  900,000  to  600,000.  There  is  no  other 
course  this  fall  but  that  new  sources  of  revenue  in  Ohio  must  be 
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found.  It  has  operated  all  ready  to  bring  about  a  reduction  of  real 
estate  taxation  in  Ohio,  has  operated  in  that  one  positive  way,  which 
is  becoming  now  apparent.  In  the  county  of  Montgomery,  for  in- 
stance, twenty  percent  less  has  been  charged  during  this  past  year, 
and  approximately  $1,200,000  more  in  taxes  collected  than  in  the 
previous  year,  made  up  partially  through  an  increase  in  the  current 
tax  and  an  increase  in  the  collection  of  delinquency.  I  must  say 
that  a  number  of  people  in  rallying  to  the  tax  limitation  measure 
did  so  feeling  that  the  entire  reduction  could  be  taken  up  in  oper- 
ating expenses.  Probably  one-third  of  the  group  believed  that. 
Two-thirds  of  the  group  did  not  believe  it.  They  knew  new  meas- 
ures had  to  be  adopted.  I  am  giving  that  side-light  merely  to  cite 
an  example,  fully  realizing  the  difficulty  that  tax  limitation  brings 
about,  but  also  realizing  that  any  situation  which  was  destined  to 
bring  us  to  difficulty  anyway  could  hardly  be  harmed  further  through 
a  change  now  that  would  finally  have  to  come. 

The  National  Association  of  Real  Estate  Boards  has  undertaken 
a  six-point  tax  program,  and  I  should  like  to  read  it  to  you. 

1.  State  control  of  local  tax  levies  and  bond  issues,  under  proper 
safeguards. 

2.  Limitation  of  the  property  tax  by  state  constitutional  provision. 

3.  Spread  of  school  costs  to  a  wider  tax  base. 

4.  Expenditure  of  funds  from  state  gas  and  vehicle  taxes  upon 
cit)'  streets  as  well  as  upon  rural  highways. 

5.  Restriction  of  use  of  special  assessments  for  financing  public 
improvements. 

6.  Consideration  of  the  income  or  use  value  of  property  as  one  of 
the  major  factors  in  arriving  at  a  fair  assessment  for  tax  purposes. 

Tax  limitation  has  been  chosen  by  us  as  the  one  thing  to  stress 
at  this  time.  It  is  damned  by  most  state  tax  commissioners.  It  is 
surely  damned  by  those  who  feel  that  they  will  have  to  assume  a 
larger  share  of  the  tax  burden.  It  is  applauded  by  a  mass  who  own 
property. 

I  think  perhaps  without  going  too  deeply  into  the  problem  of  tax 
limitation  and  rather  hoping  to  spend  what  few  moments  I  have  in 
questions  and  answers  which  may  raise  a  few  points,  I  wish  to 
simply  indicate  to  you  what  four  governors — three  former  governors 
and  the  present  governor  of  Ohio — have  stated  about  this  present 
problem  of  tax  limitation.  Two  of  them  have  no  political  axe  to 
grind.  Two  of  them  were  running  for  the  Senate.  In  any  event, 
I  think  it  is  well  to  read  what  they  have  to  say.  They  have  been  in 
a  particular  position  to  appreciate  just  what  the  circumstances  are, 
and  I  speak  more  for  the  state  of  Ohio  at  this  time;  and  I  feel  that 
what  they  say  should  bear  some  weight.  It  may  not  bring — this 
tax-limitation  problem — all  of  the  hoped-for  corrections.  At  least, 
these  men  have  this  to  sav : 
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Governor  White — "  The  reduction  in  real  estate  taxes  which  is  to 
come  is  probably  in  keeping  with  the  times.  We  are  in  a  state  of 
flux.  For  more  than  one  hundred  years  Ohio,  like  her  sister  states, 
has  looked  to  real  estate  taxes  as  the  backbone  of  her  fiscal  system. 
I  need  not  tell  you  that  it  has  been  more  and  more  apparent  that 
relief  must  be  given  real  estate  taxpayers." 

Ex-Governor  Cox — "  In  recent  years  under  our  political  system 
there  seems  to  be  no  way  to  restrain  our  orgy  of  public  expendi- 
tures, and  in  consequence  we  have  had  confiscatory  taxes  falling  on 
owners  of  homes.  If  it  can  be  said  that  real  estate  can  be  taxed 
10  mills  and  no  more,  the  man  who  wishes  to  buy  and  pay  for  a 
home  safely  can  work  on  a  budgetary  plan.  I  favor  the  10-mill 
limitation  amendment  because  of  the  genuine  encouragement  to  own 
homes.  When  a  man  owns  his  home  he  is  more  greatly  concerned 
about  the  institutions  of  government  that  preserve  his  title." 

Ex-Governor  Cooper  — "'  A  new  tax  system  cannot  be  expected 
until  an  emergency  exists  that  a  new  system  will  be  compelled  and 
the  legislature  will  be  forced  to  act.  The  statement  that  such  tax 
reduction  to  the  10-mill  levy  would  bankrupt  the  schools  is  not 
founded  on  a  sound  premise.  My  answer  to  such  argument  is  that 
you  cannot  bankrupt  a  bankrupt,  and  that  is  where  the  present 
system  has  brought  the  school  today." 

Ex-Governor  Donahey  — "  The  same  crowd  that  advised  us  to 
protect  the  home  owner  and  farmer  by  voting  for  the  class  tax  four 
years  ago  now  advise  us  to  vote  against  the  one  percent  tax  limit. 
Why  ?  In  the  past,  tax-spenders  have  told  taxpayers  just  how  much 
taxes  they  had  to  pay.  If  this  amendment  is  adopted,  taxpayers  will 
tell  tax-spenders  just  how  little  they  will  have  to  spend.  The  people 
of  Ohio  should  vote  '  yes  '  on  the  one  percent  tax  amendment." 

Now,  I  realize  that  governors  are  not  always  tax  experts.  I  am 
going  to  ask  for  questions  and  I  would  like  to  have  a  few  important 
points  brought  out  by  you.  I  would  simply  like  to  point  out  the 
fact  that  the  real  property  tax  owners  are  going  to  assume  the  same 
attitude,  rightly  or  wrongly,  that  has  been  assumed  by  other  classes 
of  property.  We  assume  a  parity,  after  which  we  realize  there 
must  come  the  absolute  need  for  reasonable  tax  systems.  It  may 
not  seem  right  to  you,  but  we  do  feel  that  the  tax  limitation  in  prior 
years  proved  to  be  ineffective  because  the  pressure  of  public  opinion 
never  supported  it,  and  it  did  not  support  it  because  at  the  time  we 
were  not  in  this  condition  where  real  property  from  the  multiplica- 
tion of  values,  and  the  constant  pyramiding,  to  the  profit  economy 
in  real  estate  where  more  and  more  income  and  use  must  be  accepted 
as  the  criteria  for  value  in  it. 

That  is  the  plan  of  real  property  tax  payers.  We  are  seeking  to 
spread  that  gospel.  We  don't  claim  to  be  entirely  right  by  any 
means. 
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Chairman  A.  E.  Holcomb  :  Fortunately,  the  gentleman  has 
avoided  the  necessity  of  an  extension  requiring  unanimous  consent. 
He  has  been  kind  enough  to  give  us  a  chance  to  discuss  the  paper 
and  thus  give  himself  more  time,  rather  than  to  take  an  extension 
of  time. 

It  was  thought  that  this  subject  would  produce  quite  a  little  dis- 
cussion, and  we  shall  devote,  if  you  care  to  do  so,  let  us  say,  a  half 
an  hour,  to  discussion  of  this  paper  before  we  pass  to  the  next. 
Of  course,  we  must  not  reach  over  into  the  next  man's  time.  I 
think  we  can  give  half  an  hour,  if  it  is  your  desire  to  do  so.  I 
agree  with  Mr.  Schantz  that  the  best  way  would  be  to  ask  some 
questions  about  his  theory  or  about  his  paper,  if  you  have  any. 

Philip  Zoercher  (Indiana)  :  Couldn't  we  hear  all  the  papers 
and  then  have  the  discussion  on  all  three,  after  the  papers  are  all 
read?     That  is  what  we  have  done  heretofore. 

Chairman  A.  E.  Holcomb  :  We  could,  but  we  decided  we  would 
do  it  the  other  way  this  year.  The  program  committee  over- 
ruled you. 

V.  H.  GiBBS  (Ohio)  :  The  question  in  Ohio  is  not  so  much,  as 
I  understand  it,  the  matter  of  the  10-mill  limitation — we  all  have 
that — but  the  question  confronting  Ohio  now  is  what  to  do  in  the 
way  of  replacement  taxes.  I  wonder  if  Mr.  Schantz  has  some  in- 
formation in  regard  to  that. 

Adam  Schantz:  You  have  asked  me  a  question  which  I  think 
is  perfectly  proper.  I  must  say  this,  in  perfect  justice  to  the  ques- 
tion, I  have  never  known  other  groups  in  Ohio,  interested  in  the 
protection  of  their  particular  form  of  wealth,  to  come  out  and  say 
what  ought  to  be  done.  We  set  out  on  a  course  in  Ohio  not  to 
talk  about  a  new  form  of  taxation,  which  we  knew  would  have  to 
come,  because,  very  candidly,  we  were  after  votes,  and  we  did  not 
propose  to  harm  our  cause  by  indicating  any  new  forms  of  taxation. 

What  I  am  saying  has  nothing  to  do  with  my  colleagues  in  Ohio — 
I  cannot  talk  for  them,  some  of  them  disagree  with  me  entirely : 
my  own  feeling  is  that  inasmuch  as  our  constitution  in  Ohio  rather 
contemplates  that  education  shall  be  of  a  certain  standard — and  it  is 
only  by  inference — it  finally  devolves  upon  the  state,  rather  than 
upon  real  property  in  any  particular  location,  to  support  education. 
We  feel  that  that  necessitates  the  passage  of  a  sales  tax.  That  has 
been  fought  by  the  merchant  groups,  perhaps  not  without  justice. 
The  surrounding  states  have  not  had  until  recently  a  tax  of  that 
sort.  The  merchants  have  feared  that  it  would  drive  business  into 
surrounding  states,  particularly  the  borderline  merchants.  Again,  I 
would  refer  that  perhaps  to  Mr.  Dargusch,  who  knows  more  about 
the  problem  of  taxation  in  Ohio  in  its  broader  aspect  than  I  do. 
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I  simply  indicate  to  you  that  I  am  fighting-  the  cause  of  real  prop- 
erty, and  I  do  not  pretend  to  know  much  about  the  problem  of 
taxation  in  Ohio. 

Chairman  A.  E.  Holcomb:  Any  other  question? 

A.  J.  AIaxwkll  (North  Carolina)  :  I  would  like  to  ask  Mr. 
Schantz  if  his  amendment  is  so  drawn  as  to  include  debt  service 
obligations  on  outstanding  debts  within  his  10-mill  limitation. 

Adam  Schantz:  The  debt  service  that  will  fall  within  the  10- 
mill  limitation  is  the  debt  service  that  fell  within  the  old  15-mill 
limitation. 

Chairman  A.  E.  Holcomb  :  Does  that  answer  your  question, 
Mr.  Maxwell  ? 

A.  J.  Maxwell:  I  don't  think  he  concluded  his  answer. 

Adam  Schantz:  It  is  needless  to  say  that  when  you  have  a 
fixed  debt  and  when  you  cut  the  base  of  15  mills  to  10  mills,  par- 
ticularly when  your  fixed  debt  amounts  to  8  mills,  that  you  are 
going  to  have  some  trouble  in  carrying  on  your  operations.  There 
is  no  question  about  it.  Any  relief  to  real  property  we  view  as 
necessarily  involving  a  broader  source  of  collection.  I  will  put  it 
this  way :  the  state,  we  feel,  automatically  comes  into  the  problem 
of  taxation  more  fully  when  real  property  tax  relief  is  sought,  the 
reason  being,  of  course,  that  your  other  forms  of  wealth  to  be  taxed 
have  liquidity,  which  real  property  does  not  have.  We  recognize 
that  a  reduction  in  real  property  taxation — what  we  would  regard 
as  a  fair  level — necessarily  implies  that  the  state  shall  come  into  the 
taxation  problem,  that  is,  at  least  in  the  valuation  of  it  and  have 
charge  of  it. 

E.  P.  Doyle  (New  York)  :  I  represent  the  real  estate  board  of 
New  York.  Our  properties  are  assessed  this  year  for  $16,000,000,000. 
We  are  not  members  of  the  National  Association  because  we  are 
only  janitors  and  superintendents  of  our  buildings,  our  former  prop- 
erties now  being  owned  by  loaning  institutions ;  and  likewise  we 
were  not  able  to  pay  the  bill  necessary  to  belong  to  that  splendid 
organization.  We  have  a  tax  limitation  in  New  York  City,  as  you 
know.  Of  course,  outside  of  that  is  the  debt  limit,  the  state  tax,  if 
there  is  one;  and  any  judgments  taken  against  the  city,  and  a  host 
of  other  things,  of  course  add  materially  to  the  tax  in  addition  to 
the  2%. 

We  felt  in  the  real  estate  board  of  New  York  that  the  only  solu- 
tion of  this  whole  thing  is  not  necessarily  tax  limitation  but  a 
definition  of  what  are  really  true  functions  of  government.  We  are 
perfectly  willing  to  pay  our  taxes  wIkju  we  get  our  property  back 
from  the  loaning  institutions,  if  we  ever  do ;  we  are  perfectly  will- 
ing to  pay  for  the  legitimate  functions  of  government;  but  the 
difficulty  is  that  the  government  has  been  constantly  adding  all  kinds 
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of  new  functions  of  government,  the  cost  of  which  we  do  not  think 
should  necessarily  be  put  on  real  estate.  There  are  things  which 
are  really  charitable  propositions.  It  is  not  the  duty  or  a  legitimate 
function  of  the  state  to  find  employment  for  men  or  to  take  care  of 
men  when  they  are  out  of  work  through  the  doing  of  a  lot  of  things 
that  ought  to  be  a  matter  of  charity  and  everybody  ought  to  pay 
for  it;  and  we  suggested  in  New  York  City,  for  instance,  a  tax,  as 
you  know,  on  all  forms  of  transportation  in  the  city;  we  suggested 
an  income  tax  on  emplo3anent  in  the  city,  so  everybody  might  con- 
tribute to  these  charitable  things.  We  are  perfectly  willing  to  pay 
the  expense  of  the  real  functions  of  government.  We  have  not 
made  much  progress  so  far  with  these  suggestions  because  there  are 
so  many  more  who  are  not  owners  of  property  than  who  are  able 
to  own  real  estate.  We  had  felt  that  we  had  made  some  impression 
upon  the  mayor,  but  last  week  he  signed  those  two  bills,  as  you 
know — a  15%  tax  on  your  income  tax,  and  another  107c  tax  on 
your  gross  income. 

Now,  the  ordinary  taxpayer  in  New  York  City,  in  addition  to  his 
tax  on  real  estate,  pays  a  state  income  tax,  a  federal  income  tax, 
a  gross  income  tax,  both  to  the  state  and  to  the  city;  now  we  pay 
an  additional  tax  on  whatever  surplus  income  there  is  on  which  a 
man  pays  tax  to  the  federal  government,  and  he  also  pays  all  the 
processing  taxes  for  the  purpose  of  helping  the  farmers  of  the  south 
and  west  and  middle  west.  I  don't  know  what  we  are  going  to  do 
about  the  tax  situation.  Of  course,  Mr.  Holcomb  knows  and  other 
men  in  New  York  City,  that  the  ownership  of  our  large  properties 
has  passed  into  the  hands  of  other  owners.  Whether  we  will  get 
them  back  again,  I  don't  know. 

I  was  asked  the  other  day  what  the  value  of  New  York  City  real 
estate  was.  I  told  them  the  real  value  of  New  York  City  real  estate 
today  is  merely  the  amount  of  the  first  mortgage,  if  the  mortgage 
was  made  by  a  conservative  loaning  institution,  but  inasmuch  as 
there  were  no  conservative  loaning  institutions  it  was  difficult  to  tell 
what  the  value  of  real  estate  is. 

Something  will  have  to  be  done.  We  cannot  go  on  this  way. 
We  must  stop  this  tremendous  expenditure  of  money,  most  of  which 
of  course,  in  my  opinion,  is  wasted.  I  cannot  believe  that  there  is 
a  depression  in  a  country  where  one  person  out  of  every  four  has 
an  automobile,  and  everybody  has  a  Frigidaire  or  radio  or  washing 
machine.  I  was  telling  my  friend  from  Indiana  this  morning  about 
the  new  motto  in  his  state — "  Millions  for  gasoline  and  not  one  cent 
for  underwear."  He  also  told  me  about  a  conversation  that  took 
place  in  Indianapolis  where  a  man  was  complaining  that  because  of 
the  hard  times  he  had  to  let  his  wife  go  to  an  institution  and  his 
children  to  an  orphan  asylum,  and  now  he  would  have  to  give  up 
his  car. 

Ch.mrmax  a.  E.  IIolcomp.  :  The  gentleman's  time  is  up. 
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E.  P.  Doyle  :  1  was  going  to  say,  if  we  could  get  rid  of  all  these 
extraordinary  functions  of  government,  whereby  the  woman  that 
does  my  laundry  work  also  does  the  laundry  work  for  the  family 
on  the  dole,  there  would  not  be  any  trouble  with  the  taxing  of  real 
estate. 

Chairman  A.  E.  Holcomb:  Let  us  get  down  to  cases.  Here  is 
a  proposition  of  Mr.  Schantz  to  do  something.  There  is  no  good 
crying  about  something.  Here  is  a  man  who  has  suggested  some- 
tiling  at  least.  Now,  let  us  talk  to  the  point.  Let  us  hear  what 
you  have  to  say  in  place  of  what  he  says,  or  criticize  his  view,  but 
let  us  be  constructive. 

]\L  B.  McPherson  (Michigan)  :  If  you  men  and  women  will 
bear  with  me  for  seven  minutes  I  will  give  you  a  brief  account  of 
how  this  tax  limitation  works,  and  then  sometime  in  the  future 
when  you  come  to  INIichigan,  and  they  tell  you  the  rest  of  the  story, 
you  will  learn  considerable  of  the  practical  application  of  the  15-mill 
limitation  that  we  have  in  our  constitution.  I  happen  to  be  a  mem- 
ber of  the  tax  commission  and  the  duty  of  seeing  that  the  tax 
limitation  is  enforced  falls  to  our  department;  and  as  we  have 
watched  the  beneficial  and  detrimental  features  of  that  constitu- 
tional amendment  work  out,  it  reminds  me  of  the  appliance  I  put  on 
the  carbureter  of  my  first  Ford  automobile,  guaranteed  to  save  half 
the  gas.  My  neighbor  said,  "  If  it  will  work  on  yours,  I  will  get 
two,"  and  I  suppose  he  thought  he  could  draw  off  a  few  gallons 
every  hundred  miles,  and  that  it  would  work  out  that  way. 

We  were  faced  with  the  property  limitation  to  vote  on  two 
years  ago.  That  was  fostered  by  the  real  estate  boards  of  the  state 
of  Michigan  sponsored  by  the  Micliigan  Fanner,  one  of  the  farm 
papers  of  the  state.  We  attempted  to  tell  the  sponsors  of  that  move- 
ment that  their  mission  was  not  right,  that  it  was  vitally  defective 
in  several  places.  The  first  thing  wrong  with  it  was  that  it  did  not 
consider  the  difference  between  the  rural  districts  and  the  cities. 
It  exempts  the  cities  under  the  home-rule  charter  and  exempts  the 
debt  service,  which  it  should  embrace.  I  tried  to  tell  those  men 
that  the  15  mills  was  much  too  high  for  the  rural  districts.  Here 
is  where  you  and  I  agree :  the  net  result  of  that  in  the  rural  districts 
was  to  cause  the  farmers  as  a  whole  to  pay  their  own  tax  and  a 
part  of  the  other  fellow's.  We  had  two  thousand  or  more  school 
districts  where  the  total  tax  did  not  exceed  15  mills,  and  they  have 
paid  their  own  taxes  and  paid  the  sales  tax  besides.  I  agree  heartily 
with  the  five  points  enunciated.  In  the  state  of  Michigan  we  are 
living  up  to  the  first  four,  completely,  and  to  the  last  one,  consider- 
ing the  earning  power,  I  believe  as  far  as  we  should  go.  We  have 
the  sales  tax  as  a  result  of  the  15-niill  limitation.  It  has  many 
excellent  features.  It  brings  in  the  money.  It  bears  down  on  the 
average  citizen  harder  than  it  does  anyone  else;  and  it  had  a  result 
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totally  unthought  of  by  its  framers,  and  that  was  that  it  reduced 
the  state  tax  on  the  Ford  Motor  Corporation  at  least  one-half  mil- 
lion dollars,  and  the  Ford  Motor  Corporation  didn't  ask  for  that 
exemption,  but  they  have  received  it  just  the  same.  The  sales  tax 
is  paid  by  the  small  home  owner  and  the  farmer.  We  expect  to 
make  some  changes  in  that  at  the  coming  session  of  the  legislature. 
What  brought  about  this  demand  in  Michigan?  I  will  tell  you, 
men  and  women,  what  brought  it  about.  It  was  the  real  estate  men 
of  the  state  of  ]\Iichigan  going  out  in  the  years  prior  to  the  passage 
of  this  amendment  and  forcing  public  improvements  on  the  future-pay 
plan,  and  they  succeeded  in  putting  in  a  system  of  drains  and 
highways  and  city  streets  and  other  developments  that  just  caused 
the  taxpayer  of  the  state  of  IMichigan  to  revolt,  and  so  we  lay  this 
burden  of  delinquency  and  high  taxes  directly  at  the  feet  of  the  real 
estate  promotors  of  the  state  of  Michigan.  They  would  and  should 
be  the  first  to  expect  and  demand  relief.  They  called  us  in,  Mr. 
Chairman,  and  we  actually  found  an  80-acre  farm  with  $32,000  of 
special  taxes  levied  against  it  for  the  so-called  Covert  road  system 
of  Michigan ;  and  that  farmer  was  just  the  same  as  any  other  sen- 
sible man,  he  did  not  pay  the  tax,  and  the  burden  fell  upon  the 
township  and  the  city  and  the  county,  and  no  one  paid  the  tax,  and 
we  succeeded  in  getting  special  relief  from  the  automobile  and  gaso- 
line tax  to  take  care  of  that  overhead.  I  will  say  to  you  now  and 
repeat  as  I  said  in  the  first  place,  that  the  15-mill  limitation  is  too 
high  in  the  rural  districts  of  any  state,  where  the  people  pay  from 
their  own  pockets  in  the  form  of  assessments  for  some  special  pur- 
pose, as  fire  protection  and  a  dozen  other  special  benefits,  and  that 
the  man  who  lives  in  the  city  pays  for  in  his  taxes.  W^e  now  have 
the  city  of  Flint,  in  the  state  of  Michigan  —  where  they  make  at 
least  two  of  the  most  famous  automobiles — voting  to  come  under  the 
15-mill  limitation,  and  we  held  a  review  up  there,  and  all  we  could 
allow  that  city  was  6  mills — for  schools  4.85  mills,  and  the  balance 
to  the  state  and  county;  and,  if  you  men  and  women  can  tell  me 
how  any  city  in  these  United  States  can  operate  and  do  the  things 
for  its  citizens,  that  it  should  do,  on  6  mills,  I  hope  to  have  a 
private  talk  with  some  of  you,  because  I  anticipate  that  many  other 
cities  are  going  to  vote  to  come  under  that  same  proposition  during 
the  next  year.     I  thank  you. 

Chairman  A.  E.  Holcomb:  That  is  getting  somewhere. 

Philip  Zoercher  (Indiana)  :  In  1919,  when  Indiana  drafted  its 
new  tax  law,  we  were  contemplating  at  that  time  putting  a  dollar 
and  a  half  limit,  similar  to  that  in  Ohio  today,  and  we  wrote  to  the 
tax  commissioner  in  Ohio,  and  he  said  "  Whatever  you  do,  don't 
put  that  limit  in  there,"  and  we  asked  him  why,  and  this  is  the 
answer  he  gave:  "If  in  every  taxing  unit  the  per-capita  wealth 
would  be  the  same,  and  the  natural  circumstances  and  the  demands 
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would  be  the  same,  then  you  could  adopt  a  fixed  tax  rate,  but  until 
you  have  that  you  cannot  do  that.  In  some  places  you  will  have  to 
have  more  and  in  some  places  you  will  have  less."  So,  we  took 
the  other  alternative,  the  recommendation  made  by  Governor  Mar- 
shall, when  he  was  governor,  to  put  the  control  of  the  expenditures 
in  the  hands  of  an  impartial  board,  and  that  impartial  board  was 
considered  the  state  tax  board;  and  for  the  first  year  that  we  had 
that  control  we  eliminated  over  $11,500,000  from  local  budgets. 
Where  the  limit  was  a  dollar  and  a  half,  it  could  pass,  but  where 
any  community  collected  more  than  a  dollar  and  a  half,  they  would 
file  a  petition  with  the  state  board  and  make  a  showing  why  they 
needed  more. 

You  have  heard  me  tell  this  story  before,  but  I  want  to  say 
again  that  in  1920,  when  the  special  session  was  convened  on 
account  of  a  decision  made  by  the  Supreme  Court  on  some  other 
matter  involving  the  tax  question,  the  legislature  repealed  that  con- 
trol by  the  state  board,  and  that  year  the  local  officers  in  their 
budgets  increased  the  local  taxes  $36,000,000  in  one  year.  No  con- 
trol over  those  budgets  was  given  to  the  state  board  and  there  was 
an  increase.  In  1921  the  legislature  again  restored  the  control  on 
the  petition  of  ten  or  more  taxpayers;  and  from  that  time  on  the 
state  board  has  cut  out  $80,000,000  in  expenditures. 

In  1932  the  legislature  passed  a  dollar  and  a  half  law  at  the  re- 
quest of  our  real  estate  men ;  and  I  heartily  agree  with  what  the 
gentleman  from  Michigan  said,  that  a  great  portion  of  the  total  of 
bond  issues  was  brought  about  by  the  aggressive,  imaginative  real 
estate  men,  who  were  boosting  their  additions,  roads,  and  every- 
thing else. 

I  remember  in  Terre  Haute  at  one  time  there  was  application  for 
forty-five  roads ;  they  wanted  to  bond  that  township  to  the  limit. 
Ten  or  more  taxpayers  appealed  to  the  state  board,  and  we  allowed 
five  out  of  the  forty-five,  and  the  other  forty  we  cut  out.  Don't  you 
see  that  if  those  forty  had  gone  through  it  would  have  taken  ten  or 
twenty  years  to  pay  for  those — a  burden  on  the  coming  generation. 

In  1932  the  legislature  passed  this  dollar  and  a  half  law.  There 
was  created  a  new  board,  the  county  tax  adjustment  board,  and 
if  that  tax  adjustment  board  would  declare  an  emergency  they  could 
raise  more  than  a  dollar  and  a  half,  and  still  ten  or  more  taxpayers 
could  appeal  from  that  board  to  our  board;  and  our  board,  on 
appeals  taken  to  us,  cut  out  over  a  half  million  dollars  off  what  the 
adjustment  board  approved.  Now,  the  last  legislature  has,  of  course, 
continued  the  adjustment  board,  but  has  given  the  right  to  the 
court  to  make  more  appointments.  It  is  more  representative  now 
than  it  was  under  the  first  law.  I  am  not  a  crank  on  the  question, 
but  am  only  talking  from  the  actual  results  in  the  state  of  Indiana, 
and  I  still  think  that  the  better  way  would  be  if  all  the  budgets  would 
be  referred  to  the  control  of  the  State  Board  of  Tax  Commissioners, 
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which  would  be  an  impartial  board,  and  which  would  not  have  any 
local  interest  controlling-  them,  but  would  have  only  the  interest  of 
the  taxpayers. 

We  are  paying  this  year  in  Indiana  about  $40,000,000  less  in 
taxes  than  were  paid  last  year.  We  passed  a  gross  income  tax, 
and  I  think  that  is  preferable  to  a  sales  tax.  The  sales  tax  is  passed 
to  the  ultimate  consumer;  and  when  you  put  all  that  on  the  ulti- 
mate consumer  you  are  making  the  poor  devil,  who  has  a  family, 
pay  all  those  taxes,  while  a  gross  income  tax  takes  the  money  from 
all.  Doctors,  dentists,  and  lawyers  too  are  in  that  class,  and  they 
have  to  pay  on  anything  in  excess  of  $1000.  Indiana  has  collected 
a  considerable  sum  from  that  source.  Mr.  Jackson,  who  is  here, 
could  give  more  detail  on  that,  but  it  amounts  to  over  $12,000,000 
that  we  have  collected  along  that  line;  and  that  rate  does  not  hurt 
anybody,  and  it  is  being  paid.  Of  course,  some  of  the  merchants 
want  to  have  a  three-cent  tax  so  as  to  make  the  consumer  pay  it, 
and  adding  it  to  their  costs.  In  some  places  now  where  the  rate  is 
one  percent,  when  you  go  in  and  get  a  35-cent  meal  they  add  a 
cent  to  it,  and  they  are  making  money  out  of  that.  I  tell  you,  I 
believe  the  real  estate  men  ought  to  be  frank  enough  to  tell  the 
taxpayers  just  what  they  are  going  to  do,  not  getting  your  advice 
and  then  after  a  while  put  something  over.  That  is  not  going  to 
be  the  right  thing.  Let  us  be  frank  about  these  things  and  let  the 
taxpayer  and  the  citizen  know  just  exactly  what  is  to  take  the  place. 
We  have  not  had  any  special  sessions  in  Indiana,  but  Ohio,  Ken- 
tucky, Illinois  and  Michigan  have.  Our  legislature,  in  1931,  had 
the  courage,  under  the  leadership  of  our  governor,  to  do  things  that 
we  have  been  proud  of.  We  have  not  closed  a  single  school  in  the 
state  of  Indiana;  every  teacher  has  been  paid,  and  we  have  cut 
down  the  property  tax  on  real  estate  $40,000,000. 

V.  H.  GiBBS  (Ohio)  :  Mr.  Schantz,  in  his  talk  in  answer  to  my 
question,  said  he  would  refer  the  answer  to  Mr.  Dargusch,  who  is 
the  new  tax  commissioner  in  Ohio,  and  the  legal  adviser  in  tax 
matters  to  Governor  White.  IMr.  Dargusch  is  here,  and  I  would 
like  to  hear  from  him  in  answer  to  that  question. 

Adam  Schantz;  I  would  like  to  have  Mr.  Dargusch  give  that 
as  I  have  to  go,  and  I  am  sorry.  I  would  like  to  make  one  more 
statement,  if  I  may.  In  the  first  place,  I  am  very  happy  to  be 
here  today,  because  I  won't  regard  this  as  a  success  until  I  am 
run  out  of  the  door.  I  quite  agree  that  no  one  group  has  per- 
haps been  more  responsible  for  much  of  our  tax  mess  than  realtors. 
I  am  not  a  realtor.  I  have  never  brokered  real  estate.  In  fact,  one 
of  the  objections  I  had  to  this  work  was  the  fact  that  I  felt  the 
real  estate  boards  might  be  asking  for  something  to  which  they  were 
not  entitled;  but,  the  question  is  far  broader  than  that.  Regardless 
of  who  brought  it  about,  the  fact  remains  that   it  is  the  property 
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owner  who  suffers.  He  ma}-  have  had  nothing  to  do  with  the  ex- 
tension of  this  work.  I  quite  agree  with  every  tenet  of  the  gentle- 
man from  IMichigan.  I  do  not  say — and  I  wish  to  make  this  em- 
phatic —  that  the  one  percent  Hmitation  is  a  cure-all.  The  one 
percent  limitation  does  not  except  the  proper  method  of  handling 
expenditures.  To  say  that  you  could  take  all  expenditures  and  cut 
them  thirty-three  and  one-third  percent  is  ridiculous.  Each  expen- 
diture requires  its  own  study,  as  Professor  Leland  has  shown  in 
his  work. 

Simeon  E.  Leland  (Illinois)  :  Where  was  that  shown? 

Adam  Schantz:  I  haven't  it  here,  but  I  inferred  that  wherein 
you  say  that  the  problem  of  handling  expenditures  is  unwisely  done 
if  it  is  handled  by  a  complete  cut  crosswise.     Am  I  correct  ? 

Simeon  E.  Lkland:  How  does  that  hook  up  with  tax  limitation? 

Adam  Schantz:  Merely  to  say  that  tax  limitation  does  not 
recognize,  in  the  reduction  from  15  to  10  mills,  that  operating  ex- 
penses are  a  problem  to  be  set  aside  from  tax  limitation. 

Simeon  E.  Leland:  Is  there  any  connection  whatever  between 
tax  limitation  and  anything  else? 

Adam  Sch.\ntz  :  Perhaps  not. 

Simeon  E.  Leland  :  I  would  like  to  say  in  this  connection,  it 
seems  to  me  it  is  entirely  out  of  place  to  refer  to  things  I  may  have 
said  or  may  not  have  said,  in  this  discussion  of  tax  limitation,  when 
nothing  is  more  unsound  or  which,  as  my  own  work  has  clearly 
demonstrated,  is  so  fallacious  as  that  one  thing;  and  the  people  who 
are  continually  talking  about  tax-limitation  plans  seem  to  go  out  of 
their  way  on  every  occasion  to  find  support  in  something  or  other 
that  I  have  said  or  done,  in  spite  of  the  fact  that  the  w^ork  that  I 
did,  and  the  recommendations  and  studies  I  made,  clearly  showed 
that  not  only  was  the  plan  unworkable  but  it  was  unsound,  both 
from  a  theoretical  and  practical  standpoint.  In  spite  of  all  that, 
whenever  they  get  a  chance  to  talk  about  tax  limitation,  they  seem 
to  start  with  the  premise  that  something  that  I  did  ultimately  hooks 
up  with  this  thing.  It  is  high  time  that  the  people  of  this  Asso- 
ciation and  other  associations  should  go  clearly  and  positively  on 
record  —  and  I  think  every  intelligent  man  that  knows  anything 
about  government  or  government  finances  is  decidedly  on  record — 
to  the  eft'ect  that  there  is  nothing  whatever  to  be  said  in  favor  of 
tax-limitation  plans  except  the  fact  that  it  works  out  to  the  benefit, 
in  theory,  of  those  vested  interests  which  are  now  trying  to  foist 
this  plan  over  on  an  ignorant  electorate.  These  continued  refer- 
ences to  this  former  work,  I  think,  are  decidedly  misleading  and 
entirely  out  of  place. 
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Adam  Schaxtz  :  Xow  that  my  intelligence  has  been  placed  upon 
its  proper  plane,  and  realizing  the  fact  that  whatever  Professor 
Leland  may  say  will  have  nothing  to  do  with  the  fact  that  tax 
limitation  is  going  through  this  country  like  an  epidemic,  I  still 
insist  and  I  still  contend  that  this  thing  will  be  fought  through. 

R.  H.  ]\IiXER  (Ohio)  :  This  gentleman  says  he  has  to  leave.  I 
would  like  to  ask  him  a  question  or  two. 

Chairman  A..  E.  Holcomb  :  We  have  a  very  short  time,  now, 
I  am  sorry.     Can't  we  postpone  it  until  the  next  paper  ? 

R.  H.  IMiner:  You  can  postpone  it  indefinitely. 

Chairman  A.  E.  Holcomb  :  If  it  is  two  minutes. 

R.  H.  Miner:  You  can  postpone  it  indefinitely. 

Chairman  A.  E.  Holcomb:  We  are  willing  to  give  you  that 
much  time.  I  was  just  going  to  ask  Mr.  Dargusch  if  he  could 
finish  in  two  minutes.     Is  he  in  the  room? 

Carlton  F.  Dargusch  (Ohio)  :  I  have  been  trying  to  finish 
something  in  Ohio  for  two  years,  and  I  don't  think  I  could  do  it 
here  in  two  minutes. 

Chairman  A.  E.  Holcomb  :  I  was  told  you  could.  Mr.  Zoercher 
is  entitled  to  a  little  explanation  of  why  we  departed  from  our  pre- 
vious rule  of  waiting  for  all  three  papers.  It  was  thought  that  in 
doing  that,  the  first  paper  was  always  sidetracked  and  that  thought 
was  centered  on  the  last  paper,  so  we  thought  we  would  try  it  this 
way  and  have  a  little  discussion  after  each  paper,  to  see  if  we  could 
not  give  a  little  fairer  treatment  to  the  different  speakers.  You  are 
entitled  to  that  explanation. 

The  time  is  about  gone,  and  Senator  Sullivan  would  like  to  make 
a  brief  announcement. 

George  H.  Sullivan  (Minnesota)  :  Mr.  Chairman,  I  want  to 
announce  that  at  the  conclusion  of  the  afternoon  session  there  will 
be  a  meeting  in  parlor  C  on  this  floor,  just  a  few  doors  away  from 
this  room,  on  the  subject  of  bank  taxation.  I  don't  suppose  any  of 
you  have  ever  heard  about  Section  5219,  but  we  are  going  to  give 
you  something  this  afternoon  upon  the  importance  of  reform  of  that 
Section. 

Chairman  A.  E.  Holcomb:  Now,  the  next  paper  is  on  the  same 
general  subject.  It  takes  up  what  the  states  have  been  doing  and 
what  legislation  is  intending  to  do  to  relieve  real  estate.  This  paper 
is  on  "  Modifying  and  Supplementing  the  General  Property  Tax," 
by  ]\Ir.  John  E.  Burton,  of  the  Institute  for  Economic  Research. 
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MODIFYING  AND  SUPPLEMENTING  THE  GENERAL 

PROPERTY  TAX— ANNUAL  VALUE  CONSIDERED 

AS  A  BASE  FOR  REAL  ESTATE  TAXES 

JOHN   E.   BURTON 

Research  Associate, 
Institute  for  Economic  Research,  Inc. 

When  I  agreed  to  prepare  a  paper  for  this  meeting  of  the  Na- 
tional Tax  Association,  1  suggested  the  title  "  Modifying  and  Sup- 
plementing the  General  Property  Tax  "  so  that  I  might  talk  about 
most  anything.  I  received  a  copy  of  the  program  of  this  meeting 
about  a  week  ago,  and  immediately  saw  that  most  all  the  subject 
matter  that  falls  under  that  very  general  title  is  being  covered  else- 
where on  the  program.  Therefore,  I  am  taking  the  liberty  of  con- 
sidering this  subject  of  annual  value  as  a  base  for  taxing  real  estate. 
But,  before  coming  directly  to  that  subject,  I  wish  to  build  up  a 
setting  so  that  you  will  be  more  willing  to  hear  me  try  to  untangle 
myself  from  a  set  of  fairly  confused  ideas  on  the  subject. 

The  problem  of  taxing  real  estate  is  a  difficult  subject  to  consider. 
The  real  estate  practitioners  who  are  fighting  so  hard  to  throw  off 
the  burden  from  their  subject  matter,  are  at  the  same  time  the  ones 
who  contributed  so  heavily  to  the  present  real  estate  situation  and 
its  attendant  tax  situation.  They  have  "  sold "  the  assessor  and 
taxing  administrations  as  well  as  the  general  buying  side  of  the 
real  estate  market.  However,  it  is  fair  to  say  that  the  great  major- 
ity of  the  well  informed  agree  that  the  present  burden  of  taxes  upon 
real  estate  is  inequitable  and  confiscatory,  but  those  who  are  well 
informed  do  not  see  the  problem  just  as  one  to  make  real  estate 
safe  for  practitioners  and  speculators.  They  see  real  estate  and  real 
property  as  a  fundamental  institution  that  affects  all  of  society. 
Real  estate  must  be  in  a  condition  of  health  if  we  are  to  expect 
normal  conditions  to  return  and  remain.  Healthy  real  estate  will 
benefit  all  society,  and  by  so  doing  will  incidentally  benefit  the 
broker  and  the  landlord. 

Some  years  ago,  F*rofessor  Lutz  wrote  the  following :  "  The  most 
important  tax  problem  that  confronts  the  typical  American  state  is 
that  of  selecting  a  suitable  tax  or  combination  of  taxes  to  replace 
the  general  property  tax."  Within  the  last  month  I  have  had  ques- 
tionnaires returned  to  me  from  38  states,  and  one  of  the  questions 
asked  was  this :  "  Has  an  official  commission  or  committee  been 
appointed  in  your  state  since  1930  to  consider  the  general  property 
tax  and  means  of  modifying  it?"  Seventeen  of  those  38  states  re- 
ported "  yes  ".  Professor  Lutz'  forecast  is  one  forecast  that  can  be 
remembered  and  seems  to  be  destined  to  hold  good  for  some  time 
to  come. 

All  tax  students  are  familiar  with  the  turn  that  the  modification 
of  the  general  property  tax  has  taken   in  the  past  decade.     Time 
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does  not  permit  a  complete  review  of  the  new  legislation  that  has 
been  enacted,  and  even  if  it  did,  such  a  review  would  be  superfluous 
in  the  face  of  the  digests  prepared  by  Miss  Beulah  Bailey  and 
others.  We  see  encouragement  in  the  development  of  state  income 
taxes,  and  since  the  review  made  in  1930  by  Dr.  Herbert  D.  Simp- 
son in  his  Tax  Racket  and  Tax  Reform  in  Chicago,  there  have  been 
nine  states  added  to  the  list  of  those  with  a  regular  net  income  tax 
imposed  upon  individuals,  corporations,  or  both,  bringing  the  total 
to  28.  Three  more  states  have  become  income-tax  conscious  with 
gross  income  taxes  that  seem  closer  to  the  net  income  category  than 
to  the  sales  tax.  New  Hampshire  and  Ohio  are  not  counted  above, 
but  their  taxes  on  the  income  from  intangibles  show  them  to  be 
headed  into  the  income  tax  path.  Of  the  15  states  outside  the  in- 
fluence of  the  tax  on  incomes,  my  questionnaire  brought  reports 
from  12  of  them  that  sincere  efforts  were  being  made  in  this 
direction.^ 

Another  developnient  on  the  tax  horizon  is  that  of  the  general 
sales  tax,  but  it  does  not  seem  to  stir  up  as  much  enthusiasm  on  the 
part  of  tax  students  as  it  does  on  the  part  of  tax  administrations 
and  real  estate  interests.  However,  at  the  present  time  there  are  19 
states  admitting  that  they  have  a  general  sales  tax.  Eight  of  those 
19  states  also  levy  certain  special  sales  taxes  exclusive  of  the  gaso- 
line tax  and  liquor  taxes.  There  are  13  more  states  levying  certain 
special  sales  taxes  in  addition  to  the  gasoline  tax  and  the  quite 
general  liquor  taxes,  making  this  total  21.- 

To  these  two  general  developments  should  be  added  many  smaller 
sources  of  revenue,  that  seem  to  be  more  numerous  than  they  are 
revenue-producing.  Of  course,  many  of  them  are  for  purposes  of 
regulation  instead  of  revenue. 

The  development  of  a  general  real  estate  tax  limitation  is  heralded 
by  real  estate  interests  as  their  champion  and  attacked  by  those  who 
are  concerned  with  the  services  performed  by  governmental  bodies 
with  the  money  collected  from  real  estate.  The  National  Committee 
on  Local  and  State  Taxation  of  the  National  Association  of  Real 
Estate  Boards  reports  that  seven  states  now  have  over-all  property 
tax  limits.  It  is  an  issue  in  28  states,  and  they  predict  that  the 
number  of  states  with  a  general  limitation  will  be  doubled  within 
a  year.^ 

With  all  of  these  developments  during  the  past  decade,  what  have 
been  the  results  for  real  estate?  The  answer  seems  to  be  —  very 
little !  The  developments  have  been  largely  matters  of  state  finance, 
and  that  is  not  where  the  real  estate  tax  problem  is  to  be  found. 
(In  1928,  the  average  state  rate  levied  upon  property  in  those 
often-cited   cities   with   a   population   over   30,000  was  but  2   mills 

^  See  Table  I. 
-  See  Table  II. 
3  Bitlletin   No.  4. 
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compared  with  an  average  rate  of  27  mills  for  the  city  governments, 
and  an  added  5.9  mills  for  the  county  governments,  which  in  many 
cases  are  not  included  in  the  city  levy.'*)  The  field  for  real  estate 
tax  relief  is  in  the  local  taxing  jurisdictions. 

One  test  of  the  relief  accorded  real  estate  by  the  modifying  and 
supplementing  of  the  general  property  tax  can  be  drawn  from  the 
financial  statistics  of  those  cities  above  the  30,000  population  mark. 
In  1915,  78.9%  of  the  assessment  base  of  the  general  property  tax 
was  real  estate,  the  general  property  tax  produced  62%  of  the  total 
revenue,  so  48.9%  of  all  revenue  came  from  real  estate.  In  1930 
the  real  estate  part  of  the  general  property  tax  had  increased  to 
82.2%,  the  general  property  tax  was  63.8%  of  the  total  revenue,  so 
real  estate  had  to  pay  an  average  of  52.4%  of  all  the  revenue — 7% 
higher  in  1930  than  in  1915.  The  latest  figures,  for  1932,  indicate 
that  in  those  cities  with  a  population  in  excess  of  100,000,  the  gen- 
eral property  tax  produced  66.2%  of  the  total  revenue.^  In  New 
York  City,  which  is  now  finding  itself  in  the  situation  in  which 
Chicago  was  immersed  some  four  years  ago,  it  is  necessary  to  levy 
$471,000,000  upon  taxable  real  estate.  This  represents  86%  of  the 
current  year's  budget. 

This  test  is  not  exactly  fair,  because  we  are  dealing  with  a  situa- 
tion wherein  the  tax  burden  on  real  estate  today  would  be  greater 
than  it  is  if  these  modifications  and  developments  of  supplementary 
revenue  had  not  been  effected.  We  can  only  say :  "  Think  what  the 
taxes  on  real  estate  would  be  without  the  income  tax,  the  sales  tax, 
the  luxury  tax,  etc."  But,  admitting  all  that,  the  disproportionate 
tax  burden  upon  real  estate  still  remains. 

The  states  are  generally  retreating  from  the  direct  tax  upon  real 
estate;  they  are  taking  on  services  that  they  can  administer  better 
than  the  local  units  of  government;  but  in  few  cases  is  there  a 
direct  return  to  the  local  governments  of  a  part  of  the  centrally 
collected  taxes. ^  The  implication  that  the  states  should  take  over 
more  services,  collect  more  revenue  and  return  a  greater  share  to 
the  local  government,  seems  to  be  in  order.  Let  us  pass  this  with 
but  one  suggestion,  and  that  is  that  the  state  income  taxes  can  be 
made  much  more  productive.  Practically  everyone  of  the  few  argu- 
ments in  favor  of  the  general  sales  tax  is  a  better  argument  in  favor 
of  making  the  income  tax  bite  deeper  than  existing  exemptions  will 
permit.  If  the  state  would  do  this  then  St.  Louis  would  not  have 
to  levy  a  1%  income  tax,  and  the  administration  in  New  York  City 
would  not  be  compelled  to  vacillate  from  income  taxes  to  lotteries, 
from  lotteries  to  occupancy  taxes,  from  occupancy  taxes  to  vacancy 
taxes,  and  so  on. 

*  Home  Finauce  aud  Taxation,  President's  Conference  on  Home  Building 
and  Home  Ownership,  Vol.  TI,  p.  150. 

^Financial  Statistics  of  Cities  for  respective  years.     See  Table  TTT. 
^  See  Tables  I  and  II. 
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At  this  juncture  we  meet  the  question  as  to  how  the  necessary 
sound  tax  reforms  can  be  accompHshed,  and  the  real  estate  interests 
answer  us  with  the  real  estate  tax  Hmitation.  Practically  all  tax 
students  look  askance  at  the  tax  limitation  proposal,  for  thereby 
force  is  written  into  constitutions  and  statutes,  and  it  stays  there 
years  past  the  emergency  for  which  it  was  developed.  The  tax 
student  says  that  the  ivay  out  is  to  broaden  the  tax  base,  reallocate 
services,  reduce  public  expenditures  and  the  overlapping  layers  of 
government,  and  then  the  end  sought  by  tax  limitation  will  be 
gained.  They  point  out  as  well  that  to  force  these  things  will  result 
in  hasty  legislation  that  will  often  be  ill  advised  and  half-baked. 
The  real  estate  interests  contend  that  these  changes  must  be  forced 
to  be  achieved. 

The  National  Committee  on  Local  and  State  Taxation  points  out 
an  average  tax-rate  reduction  in  120  cities  in  the  seven  tax-limitation 
states  equal  to  23.5%."  It  will  be  interesting  to  ascertain  the  trend 
of  the  tax  rates  in  a  group  of  cities  comparable  to  the  120  cities 
just  mentioned,  but  which  do  not  operate  under  the  restraint  of  a 
general  tax  limitation.  A  further  test  of  this  recited  reduction  rests 
in  the  level  of  the  assessment  on  the  real  estate  subject  to  the  re- 
duced tax  rate.  The  experience  in  New  York  City,  where  a  general 
2%  limitation  exists,  would  not  indicate  that  tax  limitation  will 
"  force  fair  methods  of  valuation  of  property  for  taxation." 

This  foregoing  recitation  is  directly  concerned  with  finding  '"  a 
wa\'  out "  for  state  and  local  governments  and  the  taxpayers,  and 
since  the  air  is  saturated  with  suggestions  of  new  deals,  square 
deals,  and  many  other  kinds  of  deals  it  cannot  be  amiss  to  mention 
another.  This  whole  problem  of  state  and  local  finance  and  the 
woe  of  the  real  estate  taxpayer  is  a  part  of  the  existing  philosophy 
of  government,  so  in  speaking  of  fundamental  modifications,  one 
should  begin  w-ith  that  root.  Our  government  is  an  attribute  of  its 
citizens  and  taxpayers,  and  a  situation  that  is  the  reverse  of  this 
order  is  not  sound.  The  goal  that  is  sought  in  modifying  the  tax 
system  should  be  consistent  with  this  order.  Since  we  are  speaking 
of  a  goal,  we  are  speaking  of  the  future  and  not  tomorrow  or  even 
next  year,  but  what  we  do  tomorrow  and  next  year  should  be  done 
with  the  goal  in  view. 

The  services  rendered  by  government  represent  a  distinct  cost  to 
society,  and  have  to  be  paid  for  by  the  taxpaying  element  of  society. 
Those  costs  are  an  annual  afifair,  and  in  all  reasonableness  should 
come  from  and  be  consistent  with  society's  annual  receipt  of  income. 
If  this  may  be  our  goal,  then  a  new  philosophy  of  government,  and 
a  new  sense  of  proportions  in  the  field  of  public  finance  are  neces- 
sary, for  such  a  situation  does  not  exist  today.  Perhaps  the  most 
radical  change  would  have  to  come  in  the  manner  whereby  state 
and   local   units   of   government   would   collect   more   revenue   than 
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necessary  to  meet  their  annual  costs  during  prosperous  years,  so 
that  they  could  collect  less  revenue  than  necessary  during-  years  of 
depression.  There  is  a  need  for  many  modern  Josephs  to  accom- 
plish this. 

If  governmental  bodies  could  regulate  their  revenue  receipts  to  be 
consistent  with  such  a  goal,  then  the  next  problem  is  one  of  how  to 
distribute  their  annual  charges  among  taxpayers.  We  see  in  gov- 
ernmental services  two  definite  categories :  first,  those  services  that 
are  specifically  beneficial  or  rendered  directly  to  some  individual  or 
group,  and  second,  those  services  that  are  of  general  benefit  to  all 
society  and  cannot  or  should  not  be  allocated  separately  to  any 
individual  or  group.  For  the  first  group  of  services,  the  principle 
of  the  special  assessment  is  sound.  The  principle  is  sound,  but  the 
practice  should  be  more  in  line  with  that  principle  than  past  ex- 
perience would  indicate. 

The  expansion  and  changing  character  of  governmental  services 
call  for  many  readjustments  in  the  manner  of  paying  for  those 
services.  Governmental  bodies  can  increase  their  use  of  fees  to 
meet  the  cost  of  direct  services  that  are  at  the  present  time  sup- 
ported b}'  general  revenue.  The  Los  Angeles  Bureau  of  Municipal 
Research  has  even  gone  so  far  as  to  suggest  that  the  entire  general 
property  tax  should  be  abolished  in  favor  of  service  charges.^  This 
is  too  drastic  a  step  and  one  attended  by  too  many  difficulties  in  de- 
termining certain  charges  for  the  general  benefit  services.  How- 
ever, it  does  show  the  extent  to  which  serious  investigators  have 
carried  this  suggestion. 

For  purposes  of  the  general  revenue  to  be  collected  by  the  state 
and  local  units  of  government,  income  presents  the  only  sound  eco- 
nomic source.  In  the  case  of  the  general  property  tax  today  we 
have  too  much  evidence  that  the  tax  charge  upon  a  property  owner 
is  greater  than  his  income  from  the  property,  so  that  the  taxes 
amount  to  capital  confiscation.  The  remainder  of  this  paper  will 
be  devoted  to  a  discussion  of  the  problem  of  establishing  a  tax  base 
for  real  estate  to  effect  a  distribution  of  the  general  revenue  burden 
that  will  eventually  rest  on  real  estate. 

The  National  Association  of  Real  Estate  Boards  at  their  meeting 
in  Washington,  D.  C.  in  January,  1933,  adopted  a  national  program 
for  real  estate  tax  relief.  One  of  the  six  proposals  contained  in 
that  program  concerned  the  use  of  income  or  annual  use  value  as  a 
means  of  determining  assessments  for  purposes  of  taxes.  During 
the  visits  that  Sir  Raymond  Unwin  has  made  in  the  United  States 
during  the  past  year,  he  has  advocated  among  other  things,  that 
property  be  generally  taxed  only  on  the  income  being  derived  from 
it,  as  is  done  in  England.  In  Texas,  at  the  last  session  of  the  legis- 
lature, a  bill  was   introduced  and  reported  favorably  by  the  com- 

^  Unified  Government  and  Tax  Reform,  Los  Angeles  Rureau  of  Municii^al 
Research,  Inc.,  1934,  p.  126. 
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mittee,  but  was  killed  in  the  House,  by  which  the  value  of  real 
estate  for  tax  purposes  would  be  determined  by  capitalizing  the 
income  of  such  property.  In  Michigan,  a  similar  bill  was  introduced 
in  the  last  session  of  the  legislature,  but  it  failed  of  adoption  because 
of  constitutional  provisions ;  so  a  constitutional  amendment  is  being 
voted  upon  next  month  to  permit  of  a  scheme  similar  to  the  English 
system.  Last  May,  Dr.  Richard  T.  Ely  and  I  appeared  before  the 
Wisconsin  Legislative  Interim  Committee  on  Taxation  Problems, 
and  one  of  our  suggestions  was  to  the  effect  that  they  gradually 
pave  the  way  for  abandoning  the  general  property  tax  in  favor  of 
a  tax  based  upon  some  form  of  annual  value,  or  at  least  a  form  of 
Capital  that  does  not  forecast  and  speculate  on  the  future. 

Since  there  is  such  activity  in  this  direction  it  is  necessary  that  we 
consider  the  meaning  of  value  and  annual  value.  The  program  of 
the  National  Association  does  not  clearly  state  what  they  are  after, 
and  therein  they  confuse  value  as  determined  by  income  with  annual 
value.  Value  as  considered  in  the  United  States  amounts  to  capital 
value — the  present  worth  of  all  future  returns  from  the  object  of 
value,  that  is,  the  present  worth  of  all  that  shall  be  returned  in 
perpetuity.  We  generally  appraise  or  estimate  this  value  by  check- 
ing comparable  sale  prices,  land  value  plus  the  reproduction  cost  of 
the  improvement  less  physical  and  economic  wear  and  tear,  and  the 
present  worth  of  the  expected  future  income.  All  three  of  these 
methods  produce  an  estimate  of  one  thing — capital  value.  Income 
appraisals  are  as  subject  to  error  as  are  reproduction  cost  appraisals. 

All  three  of  these  appraisal  methods  are  predicated  upon  an 
assumption  of  highest  and  best  use,  and  that  all  parties  are  possessed 
of  perfect  foresight.  The  acceptance  of  income  as  a  basis  for  esti- 
mating capital  value  is  a  far  cry  from  bringing  order  into  the 
assessment  situation.  Every  appraiser,  no  matter  how  conscientious, 
is  troubled  by  the  problem  of  how  long  his  appraisal  can  be  made 
to  stand  up  under  changing  conditions.  It  is  too  much  to  expect  of 
an  assessor  that  he  appraise  equitably  all  property  in  his  jurisdic- 
tion according  to  its  capital  value  in  the  time  and  with  the  resources 
at  his  disposal. 

A  few  years  ago.  Dr.  Herbert  D.  Simpson  and  I  investigated  a 
situation  in  Cook  County  wherein  most  all  the  evils  of  the  general 
property  tax  and  appraisals  of  capital  value  were  present.^  That  in- 
vestigation came  about  as  a  result  of  the  reassessment  of  1928,  where- 
in, for  the  first  time,  a  Cook  County  assessment  body  was  trying  to 
follow  actual  indexes  of  value.  By  imputing  existing  sale  prices 
over  adjoining  areas  that  had  not  been  sold,  a  tremendous  amount  of 
speculation  was  incorporated  in  the  assessment  roll.  This  resulted 
in  a  suburban  use  assessment  for  land  that  was  then  being  used  for 
farm  land  and  which  was  subsequently  proven  to  have  no  higher 

^  Valuation  of  Vacant  Land  in  Suburban  Areas,  Institute  for  Economic 
Research,  Inc.,  1931. 


MODIFYIxNG  THE  GENERAL  PROPERTY  TAX  61 

use.  The  situation  resulted  from  the  confusion  of  at  least  three 
classes  of  land  use — definitely  urban  land,  land  in  the  ripening  stage 
between  farm  use  and  urban  use,  and  purely  agricultural  land.  The 
result  of  our  investigation  was  a  suggestion  that  the  area  in  Cook 
County  be  classified  according  to  the  three  classes  mentioned  and 
furthermore  that  it  be  assessed  according  to  the  use  to  which  it  was 
l^eing  put.  When  land  actually  moved  up  the  scale  of  use,  that  was 
the  time  for  the  assessor  to  register  the  value  increase,  for  doing  so 
beforehand  amounted  to  but  a  speculation. 

This  suggestion  really  amounted  to  saying :  ''  Follow  a  capital 
value  if  you  will,  but  make  it  only  such  as  you  can  really  see. 
Do  not  speculate  in  your  assessments."  Sir  Raymond  Unwin  goes 
so  far  as  to  say : 

"  The  theory  behind  the  taxation  of  potential  land  values, 
that  it  tends  to  force  owners  to  put  land  to  the  use  for  which  it 
is  most  valuable,  assumes  that  the  use  which  at  the  moment  will 
conmiand  the  highest  price  is  the  best  use.  The  two  have  in 
fact  very  little  relation;  overcrowding  is  directly  encouraged 
and  the  preservation  of  open  space  in  a  town  made  well-nigh 
impossible.  Whatever  may  be  said  in  favour  of  the  fairness  of 
a  tax  on  realised  increments,  or  on  income  from  land  —  and 
there  is  much  to  be  said  for  it — experience  shows  that  the  taxa- 
tion of  potential  values  exerts  some  most  injurious  influences 
in  no  way  offset  by  any  advantages."  ^° 

Such  situations  are  not  confined  to  the  periphery  of  a  city,  and 
the  classes  are  more  than  three.  Take  the  mid-town  section  of 
Manhattan  as  an  example.  When  the  French  Building  and  others 
of  the  taller  office  buildings  came  to  Fifth  Avenue,  the  assessors 
boosted  the  land  values  in  the  area  to  carry  such  a  "  highest  and 
best "  use.  The  French  Building  is  completely  surrounded  by  six 
and  seven-story  buildings  and  for  quite  some  distance,  but  there  were 
many  skyscrapers  that  sprang  up  as  the  assessors  must  have  contem- 
plated. In  fact,  about  the  French  Building,  Radio  City,  Empire 
State,  and  other  skyscrapers  there  is  a  comiiiiiiiity  of  land  values, 
some  high,  some  low,  and  not  a  "  uniform  level  "  of  value,  as  con- 
ventional land-value  theorists  would  have  us  believe.  Should  there 
be  a  real  demand  for  taller  buildings  they  would  be  built  without 
forcing  them  with  high  land  values.  Real  estate  values  run  a  crazy 
gamut  in  the  human  mind,  and  therefore,  a  tax  system  for  revenue 
should  be  hitched  to  something  that  can  be  seen  closely — the  situa- 
tion within  a  year  or  a  few  years  at  best. 

The  suggestion  that  we  made  in  our  Cook  County  survey  was  not 
one  of  annual  value,  but  the  next  step  thereafter  would  be  a  form 
of  that  concept.  That  next  step  here  in  the  United  States  should 
not  be  the  English  system  of  actual  net  income  however,  but  in- 
stead should  be  fashioned  after  the  system  followed  in  the  European 

1"^  The  Listener,  British  Broadcasting  Corporation,  May  23,  1934. 
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countries,  such  as  France,  Belgium,  Austria  and  Estonia.  In  the 
case  of  these  latter  countries,  actual  annual  net  income  is  not  fol- 
lowed, but  more  of  an  average  income  possibility  for  a  certain  period 
of  years.  For  real  estate  not  yielding  any  income  it  is  customary 
to  impute  an  income  that  would  be  consistent  with  a  reasonable  use. 

Should  such  steps  be  taken  in  the  United  States,  it  would  be 
necessary  to  establish  original  classifications  of  land  use  possibilities, 
and  these  in  turn  should  be  kept  in  a  continual  stage  of  modification 
as  land  use  changes  occur.  It  would  probably  be  best  that  there 
be  a  complete  check  upon  the  classification  and  its  changes  every 
five  years.  This  suggested  classification  is  a  modern  cadastre  for 
which  there  should  be  established  the  average  net  income  possibili- 
ties of  each  classification.  The  tax  rate  to  be  applied  to  such  assess- 
ments would  no  longer  be  in  the  neighborhood  of  2%,  but  rather 
might  range  from  30  to  40%.  If  one  might  assume  the  capitaliza- 
tion of  annual  net  income  at  5%,  then  a  tax  of  2%  upon  capital 
value  would  be  equal  to  a  tax  of  40%  on  the  basis  of  annual  value. 
When  it  is  possible  for  state  and  local  governments  to  follow  such 
a  system  as  this  for  taxing  real  estate,  it  will  be  possible  because 
the  financial  structure  of  the  governmental  units  will  be  predicated 
upon  income,  and  their  base  of  revenue  sources  will  be  broadened. 

One  problem  of  major  importance  arises  within  the  above  sug- 
gestion. That  is,  if  annual  worth  rather  than  capital  value  is 
followed,  then  when  land  changes  from  a  lower  use  to  a  higher  use, 
there  may  be  what  is  so  often  called  "  unearned  increment."  If  there 
is  a  true  unearned  increment  that  arises  from  such  a  change,  then 
a  part  of  the  above  system  should  be  some  special  tax  upon  the  in- 
crease. An  accurate  accounting  of  the  costs  and  income  involved 
in  the  ripening  development  will  indicate  the  existence  or  non- 
existence of  this  element. 

In  waj'  of  summary  of  this  paper,  the  suggestion  of  annual  value 
as  a  basis  for  taxing  real  estate  is  not  a  suggestion  that  can  be 
followed  tomorrow.  It  must  grow  gradually  with  a  changing  phil- 
osophy of  public  finance,  and  will  be  made  possible  by  a  broadened 
tax  base  and  the  adoption  of  sound  long-run  accounting  practices 
by  governmental  bodies.  If  it  does  come  into  being  it  will  probably 
proceed  from  a  changed  concept  of  capital  value  for  tax  purposes 
based  upon  the  present  uses  without  any  element  of  forecasting,  with 
that  in  turn  gradually  being  developed  into  an  annual  tax  upon  a 
reasonable  net  income  to  be  expected  from  various  types  and  kinds 
of  real  estate.  Such  a  development  will  draw  away  from  revenue- 
producing  taxes  the  element  of  regulation,  and  justly  so,  for  regu- 
lation of  the  utilization  of  land  should  follow  a  channel  divorced 
from  the  revenue-producing  taxes.  JP'ltcn  land  in  the  United  States 
is  properly  utilised,  when  real  estate  is  developed  economically  and 
"booms"  and  "bursts"  are  reduced  to  a  viinimum,  which  would 
indicate  that  some  sense  of  stability  has  been  reached,  then  real 
estate  may  be  taxed  on  the  basis  of  its  actual  income. 
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TABLE  I 

State  Income  Tax  Status,  1934  * 


State 


Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut . . . . 

Delaware 

Florida   

Georgia 

Idaho 

Illinois 

Indiana  ....  . . . 

Iowa  

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts . . 

Michigan 

Minnesota    . . . . 

Mississippi    .... 
Missouri   

Montana 

Nebraska 

Nevada  

New  Hampshire 


New  Jersey . 


Personal 
income  tax 


Corporation 
income  tax 


X  X 

X  X 

X  X 

1933  bill  vetoed  franchise 

Bills  failed  in  the  1933 

legislature 
Bills  failed  , 

in  the 
legislature  ! 

y 

Prohibited  by  state  con- 
stitution 

X 

X        I  ^. 

1932  bill  declared  un- 
constitutional 


Gross  above 
$1000 

X 
X 


Gross  above 
$1000 

X 
X 
1934  bill  defeated 


X  Corporate 

excess  and 

!    net  income 

.\mendment  to  be  voted 

upon  November,  1934 

X 

X  X 

X  X 


X 

Bills  failed  in  the 
legislature 

Effort  being  made  to 
enact  a  general  in- 
come tax  law 


Considered 
but  no  ac- 
tion taken 


Local 
share 


None 
None 
None 
None 


None 


All  to 
schools 


None 

None 


None 

Part 
None 


Varying 
part 


School 

districts 

None 

None 


None 


No  form 

of  income 

tax 


X 


X 


X 

X 
X 


X 


Personal 
income 
tax  rale 


Corporation 
income 
tax  rates 


'-5%  3% 

1%  to  5% 


i-S7o 


X 

X 
Except  the 
tax  on  in- 
come from 
intangibles 

X 


1-3% 


1-5% 
1-6% 


1-5% 
1-4% 

2-6% 


i>^-6% 

by  type  of 

income 


1-5% 

2>^-6% 

1-4%. 

less  certain 

credits 

1-4% 


2% 
2% 


2% 


4% 
1-6% 


>i-<% 

2% 

2% 

'4% 


Many 

provisions 


1-5% 

2i.i-6% 
2% 


*  Established  by  questionnaires  answered  between  August  15  and  September  15,  1934, 
and  checked  against  compilations  in  Tax  Systems  of  the  World,  1934,  and  Miss  Bailey's 
digests. 
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TABLE  I — Continued 


State 


New  Mexico  . . 

New  York  .... 

North  Carolina 
North  Dakota. 
Ohio   

Oklahoma  .  . . . 
Oregon   


Pennsylvania. . 


Rhode  Island. 
South  Carolina 


South  Dakota. , 
Tennessee  .... 


Personal 

Corporation 

income 

tax 

income  tax 

X 

X 

X 

Franchise  and 
net  income 

X 
X 

X 

X 

I    No  form 
Local         of  income 
share  tax 


Being  considered 


X 
X 


Definite 
movement 

in  this 
direction 


X 
X 


X 


Gross 

Stocks 
ind  bonds 


X 
Gross 

X 


Texas . . , 
Utah   .., 

Vermont 


Virginia  . . . . 
Washington  , 


West  Virginia. 
Wisconsin  .  . . . 


Wyoming 


Bill  defeated  at  session 

of  legislature 

X  X 


X 


X 


67Kto 
schools 
Varying 
part 
None 
None 


75%  to 

schools 

None 


Except  the  I 
tax  on  in- 
come from 
investments 


Personal 
income 
tax  rate 


1-4% 
2-6% 

3-6% 
1-15% 


Corporation 
income 
tax  rates 


2% 


X  X 

Act  adopted  by  initiative, 
Nov.  1932,  but  held 

unconstitutional 
Gross      I 

X        I  X 

Attempts  have  failed  in 
the  legislature 


None 


50%  for 
schools 
45%  of 
income 
from  S.  & 
B  ,  none 
of  corpor- 
ation excise 


75%  to 
schools 


1150,000 
of  the  per- 
sonal tax 
None 


None 
60%  of  the 
normal  tax 


X 


X 


X 


X 


X 


1-6% 

2-7%  (in- 
come from 
intangibles 

-8%) 


Many 
provisions 

6% 


\-6fo 

8%  (75% 
allowed  to  be 
offset  by  per- 
sonal property 
tax) 


2-5%  (all 
of  dividends 

4>^% 

and  interest 

—5%) 

VAT^fo 

ii-'% 

5% 

3% 

lM-4% 
( 3»3  allowed 
to  be  offset 
by  prop- 
erty taxes 
2-4% 


1^2-3% 


1-7% 


5%  on  1/20% 
of  tangible 

property 

(same  offset 

as  personal) 

2% 


3% 


2  6% 
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TABLE  II 
General  and  Special  Sales  Taxes,  1934  * 


State 


Arizona  . . . 
Arkansas . . 
California  . 
Connecticut 

Delaware  . 
Georgia  .  . . 
Idaho  .... 
Illinois  . . . . 

Iowa 

Kansas. . . . 
Kentucky  . 
Louisiana  . 

Michigan  . . 


Minnesota  . . . . 

Mississippi    . . . 

Missouri   

New  Mexico  . . 
North  Carolina 
North  Dakota, 
Ohio   

Oklahoma  , . . . 
Pennsylvania  . 
South  Carolina 
Tennessee  , . .  . 

Texas 

Utah   

Vermont 

Virginia  

Washington  . . 
West  Virginia. 
Wisconsin  . . .  . 
Wyominc  . . . . 


General 
sales  tax 


X 

"x' 

X 


X 
X 

'x 

X 
X 


X 
X 
X 
X 

"  Tried" 

X 
X 


X 
X 
X 
X 
X 


Local  share 


Special 
sale  taxes  t 


20% 


None 


None 


None 
Part 

None 
Can  levy 
own  tax 
Proceeds 
above  certain 
slate  require- 
ments to 
school  districts 


None 
None 
Part 

None 


five  times- 
down  " 


-voted 


80% 
None 


None 
None 
None 
None 
None 


X 
X 

On  unin- 
corporated 
business 

x' 

X 

'x' 

X 

*x' 


X 
X 

'x' 
'x' 

X 


Local  share 


None 
None 

50% 


None 
None 


None 
None 


None 


X 

'x 

X 
X 
X 


X 

"x' 

X 


Part  for 

schools 

None 

Part 

None 
Part 

95^ 

None 
None 
None 
None 


None 


None 
Part 


*  From  questionnaires  answered  between  August  15,  I934  and  September 
IS.  1934.  and  checked  against  compilations  in  Tax  Systems  of  the  JVorltf, 
1934,  and  Miss  Bailey's  digests. 

t  Excluding  gasoline  and  alcoholic  beverage  and  liquor  taxes. 
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Chairman  A.  E.  Holcomb:  We  are  still  on  the  general  topic 
of  limitation.  This  is  another  phase  of  the  same  topic.  Mr.  Dar- 
gusch,  we  will  have  time  to  listen  to  you  on  that,  or  IMr.  Miner, 
or  both. 

R.  H.  ]\IiXER  (Ohio)  :  AH  that  I  was  attempting  to  do  while 
Mr.  Schantz  was  here  was  to  try  to  get  some  admissions  from  him, 
and  trying  to  make  him  stew  in  his  own  juice  a  little  bit.  What  I 
had  in  mind  was  this:  The  10-mill  limitation  in  Ohio  was  sold  to 
the  people  of  the  cities  on  the  idea  that  it  was  going  to  be  relief 
for  the  home  owner,  and  I  think  that  is  a  fallacy  of  the  worst  kind. 
'Sir.  Schantz,  1  think,  admitted  we  are  going  to  have  about  a  three 
percent  sales  tax  to  replace  this  revenue,  and  if  you  will  just  sit 
down  and  take  the  average  assessed  valuation  of  a  home  and  figure 
what  the  home  owner  will  save  by  reason  of  this  10-mill  limitation, 
and  what  he  is  going  to  have  to  pay  by  way  of  sales  tax,  you  will  see 
that  he  is  way  out.  He  is  out  a  lot  of  money.  For  every  ten  dollars 
he  saves,  he  is  going  to  lay  out  about  forty  or  fifty.  Now,  there  are 
some  real  actual  savings,  but  it  is  not  for  the  home  owner;  he  is 
not  going  to  come  in  for  them.  The  utilities  are  the  big  spenders. 
The  manufacturers,  as  the  gentleman  from  Michigan  said,  save 
money.  I  happen  to  represent  a  manufacturing  interest.  We  save 
money.  We  opposed  this  thing  in  theory.  It  is  bad.  The  farmer 
is  saving  money  on  the  thing  in  a  big  way,  in  Ohio,  and  is  going 
to  save  more.  The  real  estate  promoter  in  the  city,  these  fellows 
who  got  all  these  sewers  and  fire-hydrants  and  pavement,  and  the 
like,  they  are  going  to  save  a  lot  of  money ;  the  owners  of  big 
buildings  in  cities  are  going  to  save  a  lot  of  money  in  Ohio — but, 
not  the  hom.e  owner.  He  is  just  going  to  be  out.  And,  while  Mr. 
Schantz  was  here,  I  was  going  to  try  to  wring  from  him  a  few 
confessions — on  whether  trying  to  sell  this  in  the  name  of  the  home 
owner  and  for  the  benefit  of  the  home  owner  was  not  just  a  fraud. 

Carlton  S.  Dargusch  (Ohio)  :  Mr.  Chairman,  it  is  understood 
that  tax  limits  are  going  to  increase  the  burden.  We  have  had 
limitation  in  Ohio  for  a  good  many  years.  The  ultimate  result  has 
been  this,  that  we  have  in  Ohio  piled  up  now  about  $875,000,000  of 
bonded  indebtedness,  some  of  which  is  inside  the  limitation  and  some 
out.  Our  constitutional  provision  contains  no  saving  clause  which 
would  take  care  of  the  debt  charges  inside.  Some  of  us  think,  for 
that  reason,  that  our  constitutional  amendment  may  be  unconstitu- 
tional, if  that  is  possible.  There  is  a  case  pending  in  the  federal 
courts  now.  We  think  the  15-mill  limitation  in  Ohio,  as  a  statu- 
tory thing,  and  the  constitutional  limitation  which  followed  that,  are 
entirely  responsible  for  our  present  bonded  indebtedness.  We  have 
all  held  in  Ohio  that  the  way  to  reach  this  thing  is  something  in 
the  way  that  Mr.  Zoercher  said  they  had  done  it  in  Indiana,  by 
some  control  over  current  expenditures  which  would  make  us  live 
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within  our  income  in  the  current  year,  and  in  the  meantime  keep 
us  within  our  income. 

Here  is  what  we  found  in  Cleveland,  for  example:  we  have  10 
mills  in  Cleveland  for  all  purposes,  county,  schools  and  city.  The 
schools  there  have  been  taking  4.85  mills.  The  debt  service  of  this 
year  will  be  6  mills.  That  is  10.85  mills.  The  county  and  city  will 
have  nothing.  In  Columbus  we  have  a  debt  service  of  about  6  mills, 
for  schools,  5.85  mills.  That  is  11.85  mills.  Taking  a  rural  county, 
for  example  Van  Wert,  which  has  nothing  but  real  estate  in  it,  the 
schools  in  that  county  in  thirteen  out  of  sixteen  districts  have  been 
taking  8  mills.  There  will  be  nothing  for  the  city  or  county  there 
either.  Gentlemen,  the  situation  in  Ohio  is  that  this  thing,  as  any- 
body should  know,  does  not  work.  We  are  not  facing  bankruptcy, 
but  where  are  we  going?  We  have  tried  Mr.  Zoercher's  gross 
income  tax,  tried  to  pass  the  sales  tax  three  or  four  times,  tried  to 
increase  our  personal  tax  burden;  we  tried  income  taxes;  and  so 
far,  all  our  legislature  has  done  in  Ohio  is  to  appropriate  a  lot  of 
money  that  we  didn't  have  in  the  state  treasury. 

Melven  Cornish  (Oklahoma)  :  Mr.  Chairman,  Gentlemen  of  the 
National  Tax  Conference,  this  is  the  first  meeting  of  this  associa- 
tion that  I  have  attended.  In  my  four  years  of  service  as  chairman 
of  the  Oklahoma  Tax  Commission  we  have  been  so  busy  in  Okla- 
homa endeavoring  to  actually  do  some  of  the  things  that  I  have 
heard  here  discussed  this  morning  that  I  haven't  felt  that  I  could 
devote  the  necessary  time  to  attend  these  meetings. 

We  have  all  heard  what  Mark  Twain  said  about  the  weather, 
lots  of  talk  about  it  but  very  little  done  about  it.  Now-,  gentlemen, 
I  am  going  to  boast  a  little.  We  live  way  out  in  the  West.  We 
have  our  own  way  of  doing  things.  I  say  to  you  that  Oklahoma 
has  actually  done  the  things  that  you  are  talking  about  here  this 
morning. 

Four  years  ago  that  funny  old  gentleman,  of  whom  you  have  all 
heard.  Bill  Murray,  with  his  moustache  looking  like  the  ravelings 
of  a  sea-grass  rope,  and  with  some  mannerisms  that  may  not  be 
accepted,  offered  himself  as  a  candidate  for  governor,  realizing  and 
believing  that  certain  things  needed  to  be  done.  He  said  there  were 
two  propositions,  first,  to  equalize  and  redistribute  and  to  low^er  the 
burden  of  ad  valorem  taxation  upon  the  lands  and  homes  and  visible 
property  of  the  average  men  and  women.  I  am  not  talking  about 
the  big  companies — we  have  lots  of  wealth  in  Oklahoma  in  oil  and 
various  things — I  am  talking  about  the  burden  of  ad  valorem  taxa- 
tion upon  the  lands  and  homes  and  visible  property  of  the  average 
man  and  woman.  Bill  Murray  said,  secondly,  lower  the  total  cost 
of  government.  Those  were  the  two  things.  I  say  to  you,  gentle- 
men, by  the  Great  Horn  Spoon!,  after  four  years  of  service — and  I 
cannot  serve  any  longer  under  the  constitution — those  things  have 
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actually  been  done.  I  am  not  here  to  talk  about  what  we  are  going 
to  do;  I  am  here  to  tell  you  what  we  have  actually  done  in  the 
state  of  Oklahoma.  The  burden  of  ad  valorem  taxation  resting- 
upon  the  lands  and  homes  and  visible  property  of  the  average  man 
and  woman  has  within  the  past  four  years  actually  been  lowered  by 
more  than  50%  in  the  state  of  Oklahoma.     How  was  that  done? 

We  first  cleaned  house  by  equalizing  and  redistributing  the  burden 
of  ad  valorem  taxation,  by  equalizing  assessments,  making  them  fair 
and  just  as  between  the  small  home  owner,  the  average  man  and 
woman,  and  the  large  corporation  owning  vast  aggregations  of 
property,  and  then  by  actually  lowering  the  total  cost  of  state  gov- 
ernment, county  government,  city  government  and  school  district 
government.  We  have  tax  limitation  now  of  15  mills.  That  has 
worked  out  after  we  have  made  these  equalizations  and  redistributions 
or  valuations,  and  lowered  the  cost  of  government  after  we  cleaned 
house  and  got  ready  for  it.  That  has  been  done  after  we  have  acted 
fairly  as  between  the  home  owner  and  the  owner  of  small  property, 
and  the  large  properties.  First,  in  1930,  we  found  valuations,  from 
statehood  down  to  that  time,  in  a  bad  way.  Oklahoma — and  I  don't 
say  it  critically  or  bitterly  or  harshly — has  been  the  worst  corpora- 
tion-ridden state  in  the  United  States,  because  wealth  came  first  with 
oil  and  various  other  things,  and  they  absolutely  had  the  state  in 
their  hands.  Now,  in  1930,  the  first  thing  was  to  equalize  values. 
The  board  of  equalization  has  the  assessment  of  railroad  and  public 
service  corporation  properties,  and  the  local  assessors  and  the  local 
authorities  have  valuations  as  to  all  their  properties.  The  Okla- 
homa Tax  Conmiission  was  created,  of  which  I  have  the  honor  to 
be  a  member,  and  one  of  its  duties  was  to  render  its  findings  to  the 
state  board  of  equalization.  The  power  and  authority  of  the  state 
board  of  equalization  could  not  be  interfered  with  because  that 
was  a  creature  of  the  constitution.  The  Oklahoma  Tax  Commission 
was  authorized  and  empowered  to  investigate  the  ad  valorem  tax 
values  of  the  property  of  railroads  and  public  service  companies, 
and  we  went  up  and  down  the  state,  east  and  west  and  north  and 
south,  and  made  investigations,  called  them  before  us,  with  all  the 
books,  records  and  papers ;  and,  at  the  end  of  1931  the  equalization 
process  resulted  in  the  increase  of  the  ad  valorem  tax  values  of 
public  service  corporations  by  $65,000,000,  and  at  the  same  time 
lowering  the  ad  valorem  tax  values  of  the  average  man  and  woman 
owning  lands  and  homes  and  visible  property,  by  $165,000,000. 

Chairman  A.  E.  Holcom]'.  :  Two  minutes  more. 

Melvex  CoR.xiSHS  (Continuing)  Then,  having  equalized  values 
as  best  we  could,  the  next  year  we  made  twenty  percent  reduction 
in  our  values,  of  $350,000,000.  and  the  next  year 'about  $165,00(1000. 
That  applied  to  all,  having  been  equalized.  Then,  we  created  the 
equalization  excise  boards  in  each  county  of  the  state.     Heretofore 


70  XATIOXAL  TAX  ASSOC! ATIOX 

the  spenders  of  the  money  in  the  various  taxing  units  of  the  state 
were  the  people  who  fixed  the  values  and  fixed  the  rates.  W'c 
created  new  boards  in  each  county,  representing  the  taxpayers  in- 
stead of  the  tax  spenders,  and  they  carried  the  same  principle,  the 
equalization  of  values  and  the  lowering  of  expenses — into  the  coun- 
ties in  the  same  way  that  we  did  in  the  state. 

My  time  is  up,  and  I  appreciate  this  opportunity. 

Chairman  A.  E.  Holcomc  :  Xot  quite;  there  is  another  minute. 

]\Ielven  Cornish:  (Continuing)  The  subject  is  too  big,  and  I 
expect  I  could  stand  here  until  sundown  and  tell  you  what  we 
have  done  in  the  state  of  Oklahoma.  It  sounds  like  boasting  a 
little,  but  I  will  wind  up  by  saying  that  instead  of  talking  about 
it,  we  have  actually  done  it  within  the  last  four  years.  We  are 
going  out  now  and  we  feel  pretty  well  satisfied  with  what  we 
accomplished  in  this  effort.  The  actual  expenses  of  state  govern- 
ment were  without  authority.  An  informal  committee  was  appointed 
by  Governor  Murray,  which  weighed  in  the  balance  every  state  ex- 
pense authorized  by  the  preceding  legislature,  eliminating  that  which 
was  useless  and  unnecessary,  and  adhering  to  that  which  would  make 
for  efficiency  and  economical  government;  and  the  last  legislature, 
out  of  a  clear  sky,  accepted  the  report  of  Governor  Murray's  econ- 
omy budget  committee  without  dotting  an  "  i  "  or  crossing  a  "  t " ; 
and  the  expenses  of  state  government  were  lowered  from  $32,000,000, 
by  the  preceding  legislature,  to  $21,000,600.  This  is  not  talk;  that 
was  actually  done.  We  equalized  values,  raised  all  the  big  fellows, 
lowering  men  and  women  who  owned  homes  and  lands  and  visible 
property.  Then,  after  having  equalized  and  lowering  207^^,  and  10% 
the  next  year,  the  total  tax  burden,  the  average  man  and  woman 
in  the  state  of  Oklahoma  has  actually  been  lowered  within  the  last 
four  3'ears  in  excess  of  50%. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  would  like  to  say  a 
few  words  with  reference  to  Mr.  Burton's  paper.  I  was  very  much 
interested  in  his  reference  to  the  English  method  of  collecting  rev- 
enue from  real  property.  During  the  last  summer  I  had  the  oppor- 
tunity to  spend  four  or  five  days  in  London  and  I  was  interested  to 
find  out  whether  the  statement  of  one  of  our  national  public  officials, 
to  the  effect  that  Americans  were  not  heavily  taxed  was  correct. 
So,  while  I  was  in  London  I  made  this  inquiry  and  ascertained 
certain  facts  which  were  new  to  me,  and,  so  far  as  I  know  have 
not  been  brought  out  at  all  in  Mr.  Burton's  discussion  or  in  past 
years'  discussions  of  the  National  Tax  Association  conferences. 

The  English  Government  raises  money  for  the  Imperial  Treasury, 
and  also  for  the  local  treasury.  For  the  Imperial  Treasury  they 
raise  about  four  billions  a  year,  which  is  comparable  with  the  four 
billions  that  mav  be  raised  bv  our  federal  government,  but  of  course 
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our  population  is  more  than  double  that  of  Great  Britain,  so  that  it 
looks  as  if  from  the  federal  treasury  point  of  view,  that  they  are 
very  much  more  heavily  taxed  in  Great  Britain.  The  local  treasury 
there  corresponding  to  our  state  and  local  governments — for  there  is 
nothing  like  state  government  there — only  raises  one  billion  dollars 
as  compared  with  our  eight  billions  in  the  United  States  for  state 
and  local  government.  In  other  words,  the  two  figures  for  the  joint 
purposes  are  comparable,  but  the  figures  for  local  government  are 
not  comparable  in  Great  Britain  at  all.  They  are  much  heavier  in 
the  United  States.  Now,  how  do  they  do  that  ?  It  was  interesting 
to  me  to  discover  that  one-half  of  the  entire  cost  of  the  public 
school  system  of  Great  Britain  is  paid  from  the  Imperial  Treasury 
and  not  by  local  revenue.  The  total  cost  of  the  public  school  system 
is  $450,000,000,  and  one-half  of  it  comes  from  the  Imperial  Treasury. 
It  is  a  fifty-fifty  proposition.  One-half  of  the  entire  cost  of  policing 
throughout  Great  Britain  comes  from  the  Imperial  Treasury.  Prac- 
tically all  the  cost  of  welfare  activities  of  government,  like  unem- 
ployment insurance  and  old-age  pensions,  and  things  of  that  sort, 
come  from  the  Imperial  Treasury  with  the  single  exception  of  the 
old-fashioned  poor  rates  that  go  back  to  Queen  Elizabeth's  time  and 
are  still  in  the  local  rates.  Now,  the  local  government  raises  the 
money  on  the  plan  that  Mr.  Burton  described.  It  is  a  tax  on  the 
rental  value.  The  board  of  surveyors  instead  of  assessing  capital 
value,  assess  every  three  years  what  the  property  may  be  expected 
to  rent  for;  and  they  have  certain  provisions  there  that  I  have  never 
heard  of  in  the  United  States,  although  they  may  exist,  namely,  if 
a  property  is  idle,  the  owner  applies  at  once  for  exoneration  from 
the  tax  and  receives  it.  If  the  property  is  rented  in  the  middle  of 
the  year,  the  owner  pays  one-half  a  year's  tax;  it  goes  on  the  tax 
roll  again  at  once.  In  the  city  of  London  they  carry  it  so  far  that 
where  they  have  a  seven-story  building  with  one  owner,  the  owner 
may  apply  for  a  separate  rating  on  each  floor,  and  if  three  floors 
are  idle  and  four  floors  rented,  he  is  exonerated  from  the  three 
floors  tax  and  he  pays  tax  on  the  four  floors.  Now,  the  effect  of 
that  is  that  they  have  a  tax  upon  the  income  of  realty,  which  I 
imagine  runs  between  20  and  30%  of  the  annual  income  of  the 
realty.  I  asked  Mr.  Parker,  who  is  the  secretary  of  the  revenue 
committee,  and  who  is  present  at  our  discussion  today,  if  he  would 
not  get  me  some  more  figures  that  would  give  some  idea  of  the 
proportion  that  went  for  the  tax;  but  I  did  see  him  at  his  place  in 
London,  and  in  the  city  of  London — that  is,  the  old-fashioned  cen- 
tral district — the  tax  was  four  shillings  and  four  pence.  Out  of  a 
pound,  four  shillings  would  be  20%,  and  four  shillings  and  four 
pence  would  be  21%,  I  imagine,  which  is  the  tax  paid  in  local  rates 
in  the  city  of  London  itself.  Now,  I  am  not  able  to  stand  by  this 
definitely,  but  I  was  told  that  in  the  country  districts  the  farm 
portion  of  the  realty  was  not  assessed  for  rates,  but  the  residence 
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portion  was ;  and  if  it  was  occupied  by  the  owner,  it  was  assessed 
what  it  would  rent  for,  if  it  were  still  a  rentable  piece  of  property, 
in  the  open  market.  All  this  may  mean  that  the  English  system 
has  perhaps  some  suggestions  for  us  with  our  problem  in  America 
at  the  present  time.  I  want  to  conclude  by  asking  Mr.  Burton  a 
question,  or  I  thought  he  said  that  the  English  system  has  been 
applied  in  the  United  States;  and  I  wanted  to  ask  whether  there 
was  any  portion  of  the  United  States  where  the  English  system  of 
taxing  rental  value,  and  exonerating  the  property  which  was  idle, 
had  been  applied.     That  is  my  question. 

John  E.  Burton  (New  York)  :  It  was  a  slip  of  the  tongue  if  I 
did  say  that.  I  know  of  no  situation  in  the  United  States  where  the 
English  system  is  followed,  and  I  would  like  to  repeat  for  just  one 
minute  what  I  said  about  the  English  system,  and  that  was  that  I 
do  not  think  that  we  should  follow  it  here  immediately.  Our  system 
of  taking  money  from  the  taxpayer  today  has  got  to  be  completely 
revised  before  we  can  rely  upon  just  taxing  real  estate  income. 
Now,  the  real  estate  interests  want  to  tax-limit  us  in  that  respect 
and  force  the  English  system,  which,  if  it  comes  into  being  in 
Michigan,  will  probably  raise  more  "  hob  "  than  good.  I  think  we 
would  have  to  go  to  the  continental  system  of  taking  the  average 
income.  All  the  vacant  subdivisions  would  be  exempt  under  the 
English  system.  The  French  or  Belgian  system,  I  think,  is  our 
next  step  if  we  ever  go  that  way. 

Harley  L.  Lutz  (New  Jersey)  :  I  simply  want  to  make  two 
points,  very  briefly,  with  respect  to  Mr.  Burton's  paper.  The  first 
is  as  to  his  suggestion  with  respect  to  the  Wisconsin  system  of  land 
classification.  So  far  as  my  acquaintance  with  the  subject  goes, 
that  is  by  far  the  most  complete  and  adequate  system  of  land  classi- 
fication, for  the  guidance  of  assessors  and  the  purposes  of  assess- 
ment that  exists  anywhere  in  the  United  States.  I  should  like  to 
commend  to  every  other  state  a  very  careful  and  serious  considera- 
tion of  a  system  of  classification  of  real  property  appropriate  to 
their  own  situation  along  the  lines  that  are  so  well  developed  in 
Wisconsin.  I  think  a  great  deal  of  the  difiiculty  in  assessment,  to 
which  Mr.  Burton  refers,  could  be  ironed  out  if  we  started  the 
whole  process  of  assessment  of  real  property  with  a  sufficiently 
adequate  and  careful  classification  of  the  various  types  of  land. 

The  second  point  is  with  respect  to  his  proposal  for  assessment 
on  the  basis  of  annual  value.  I  simply  want  to  point  out  that  that 
transfers  the  whole  difficulty  from  one  field  to  another.  It  solves 
no  difficulties  whatever  with  respect  to  the  whole  procedure  of  prop- 
erty assessment.  Instead  of  the  difficulties  that  are  now  encountered 
in  determining  a  fair  capital  value,  or  ad  valorem,  for  a  piece  of 
property,  you  have  all  of  the  other  difficulties  with  which  we  are  so 
familiar  in  another  field,  tliat  are  involved  in  determining  income. 
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And,  if  our  experience  in  the  determination  of  income  under  income 
taxes  is  any  guide,  my  guess  is  that  we  shall  have  just  as  many 
and  just  as  serious  difficulties  in  determining  income  as  the  basis 
of  assessment  as  we  have  now  experienced  in  the  determination  of 
capital  value.  I  merely  want  to  point  out  that  Mr.  Burton's  sug- 
gestion, though  it  may  be  accepted,  is  no  solution  of  difficulties. 
Some  years  ago,  I  had  the  opportunity  of  examining  some  of  the 
cadastral  books  in  that  part  of  Poland  which  was  formerly  a  part 
of  the  Austrian  Empire ;  and  I  believe  Mr.  Burton  mentioned  Aus- 
tria in  his  list  of  European  States  in  which  annual  income  is  deter- 
mined. Those  cadastral  books  were  made  between  the  years  1868 
and  1873.  Every  piece  of  land  in  that  part  of  the  Austrian  Empire 
which  went  back  to  Poland  is  still  being  assessed  on  the  basis  of  the 
presumed  income  that  was  attributed  to  it  in  the  cadastral  survey 
made  in  those  years.  They  have  not  renewed  it  because  of  the 
expense,  and  the  situation  is  that  many  parcels  of  land  included  in 
that  survey  are  now  being  assessed  for  two  or  three  hundred  times 
the  income  imputed  to  it,  as  the  cost  of  government  has  risen. 
That  income  was  frozen  there  in  the  original  assessment  and  it 
piled  up  until  everybody  realizes  that  you  are  assessing  two  or 
three  hundred  times  the  imputed  income. 

Now,  if  we  are  going  to  make  a  cadastral  survey,  as  that  term  is 
known  and  understood  in  European  practice,  it  is  going  to  involve 
a  very  considerable  expense — with  which  many  of  you  fellows  are 
unfamiliar.  And,  in  addition  to  that  initial  expense,  we  are  going 
to  encounter  the  same  tendency  that  was  developed  in  Europe, 
namely,  that  of  freezing  imputed  income  on  the  basis  of  the  original 
assessment,  and  then  the  rate  is  going  to  pile  up,  and  then  the  next 
thing  that  will  happen  will  be  that  the  National  Association  of  Real 
Estate  Boards  will  come  along  with  a  constitutional  amendment 
imposing  a  limit  to  the  rate  that  you  can  levy  upon  that  imputed 
income,  and  then  we  shall  be  confronted  with  the  same  difficulties. 
Tomorrow,  when  I  present  the  report  of  my  committee,  I  shall 
point  out  another  solution  for  all  these  difficulties,  and  I  beg  you 
to  let  me  defer  further  discussion  of  that  point  until  such  time. 
I  thank  you. 

John  E.  Burton  :  May  I  protect  my  honor  with  one  more 
word  ?  I  think  you  put  me  in  the  corner.  Dr.  Lutz  ?  I  did  not 
suggest  annual  income  as  a  basis.  I  was  merely  discussing  it  be- 
cause so  many  others  have  suggested  it.  With  Dr.  Ely  we  did 
make  the  suggestion  in  Wisconsin ;  but,  Professor  Lutz  is  com- 
pletely right ;  it  is  going  from  one  difficulty  into  another.  He  did 
back  me  up  with  his  idea  of  classification,  and  therein  there  is  very 
little  difference  in  the  idea  of  annual  value,  if  we  classify  properly, 
to  determine  capital  value  as  of  its  condition,  and  quit  forecasting; 
and  I  think  that  is  what  he  meant.     As  to  all  of  my  discussion 
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about  income  value,  it  is  purely  a  discussion  on  one  side  or  the  other. 
It  is  quite  an  open  question  and  it  is  going  to  take  a  lot  more  than 
I  can  ever  do  on  it  to  thrash  it  out. 

Chairman  A.  E.  Holcome:  Everybody  satisfied?  Is  everything 
all  right  now  ?  If  so,  we  will  go  on  to  the  next  paper,  which  is  one 
on  the  same  general  topic,  except  that  it  covers  another  phase. 
Exemptions,  I  suppose,  cause  a  good  deal  of  tax  on  somebody  else, 
so  in  that  wa)"^  it  is  the  same  general  subject.  ^Ir.  Farwell  Knapp, 
assistant  state  tax  commissioner  of  Connecticut,  is  going  to  read 
the  paper  on  Tax  Exemptions — Mr.  Knapp. 

TAX  EXEMPTIONS 

FARWELL  KNAPP 
Assistant  State  Tax  Commissioner,  Connecticut 

Mr.  Chainiiau,  Ladies  and  Gentlemen : 

You  will  observe  that  Connecticut  occupies  far  too  prominent  a 
place  upon  the  program  of  this  conference.  It  is  almost  the  small- 
est state  in  the  Union,  and  it  is  ridiculous  to  impose  such  a  burden 
on  it.  I  protested  about  this  to  the  chairman  of  the  program  com- 
mittee, but  he  was  adamant  and  indeed  actually  seemed  to  be  dis- 
posed to  connive  to  mislead  you.  I  say  this  because  Connecticut 
Yankees  have  had  a  very  bad  reputation  for  deceitfulness  for  cen- 
turies. This  was  well  evidenced  as  long  ago  as  1760,  when  Lewis 
Morris,  of  Morrisania,  Xew  York,  the  father  of  Gouverneur  Morris 
of  Colonial  fame,  said  in  his  will : 

"  It  is  my  desire  that  my  son  Gouverneur  ]\Iorris  may  have 
the  best  education  that  is  to  be  had  in  England  or  America, 
but  my  express  will  and  directions  are  that  he  never  be  sent 
for  that  purpose  to  the  Colony  of  Connecticut,  lest  he  should 
imbibe  in  his  youth  that  low  craft  and  cunning  so  incident  to 
the  people  of  that  country,  which  is  so  interwoven  in  their  con- 
stitutions that  all  their  art  cannot  disguise  it  from  the  world, 
though  many  of  them,  under  the  sanctified  garb  of  religion, 
have  endeavored  to  iinpose  themselves  on  the  world  for  honest 
men." 

I  do  not  come  to  you  under  the  sanctified  garb  of  religion.  Far 
from  it,  as  you  may  see  later.  But  I  give  you  fair  warning  not  to 
be  imposed  on  by  the  too  numerous  Connecticut  men  on  this  pro- 
gram. And  now  I  trust  you  will  bear  with  me,  and  believe  as  much 
as  you  properly  may,  having  due  regard  to  the  extremely  suspicious 
circumstances  under  which  the  following  ideas  are  presented. 

The  phrase  "  charitable  exemption  ",  as  used  in  this  paper,  is  in- 
tended to  be  broad  enough  to  cover  the  exemption  from  taxation 
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of  whatever  sort  (income,  inheritance,  property,  or  otherwise)  of 
numerous  kinds  of  privately-owned  non-profit  institutions,  which 
may  be  summarized  as  educational,  religious,  scientific,  literary,  his- 
torical, or  benevolent  in  purposes.  Some  such  list  is  included  in  the 
property-tax  exemption  statutes  of  most  states;  but  since  it  is  not 
the  purpose  of  this  paper  to  make  a  detailed  study  of  the  varying 
state  statutes,  but  rather  to  discuss  the  matter  on  the  basis  of  gen- 
eral principles,  there  is  no  need  for  meticulous  accuracy  of  defini- 
tion, so  long  as  it  is  understood  that  the  use  of  the  word  "  charity  " 
is  broad. 

In  any  discussion  of  the  subject,  the  first  and  most  important 
point  is  that  any  charitable  exemption — indeed  any  tax-exemption 
whatever — is  an  indirect  subsidy  by  the  state  to  the  recipient  of  the 
exemption. 

The  normal  and  ultimately  fair  condition  is  that  all  should  be 
treated  alike  and  that  all  property  or  privileges  should  equally  be 
made  liable  to  the  state's  exactions.  If  now  a  new  element  enters, 
and  certain  property,  or  the  right  to  exercise  certain  privileges,  is 
made  exempt  from  taxation,  it  is  obvious  that  the  state  is  making  a 
special  grant  and  extending  a  special  favor  to  the  beneficiary.  It 
amounts  to  money  taken  from  those  who  do  pay  taxes,  for  the 
benefit  of  those  chosen  to  be  exempt.  It  is  equivalent  to  a  direct 
gift  of  money,  but  it  is  in  fact  an  indirect  appropriation  of  public 
funds,  in  a  necessarily  indefinite  amount,  for  the  benefit  of  the 
recipient  of  tax  exemption. 

So  much  is  obvious.  It  is  not  believed  that  any  one  will  seri- 
ously controvert  it;  yet  though  it  is  the  crucial  point  of  any  clear 
analysis  of  the  situation,  it  seems  often  to  be  overlooked.  I  conse- 
quently wish  to  emphasize  it  in  all  that  is  to  be  said. 

Each  tax  exemption,  then,  must  be  justified,  since  it  is  a  special 
privilege.  \"arious  justifications  exist.  Public  buildings,  for  ex- 
ample, are  exempted  merely  to  save  bookkeeping.  As  to  charitable 
exemptions,  it  seems  to  be  unanimously  agreed  that  they  are  granted 
because  the  charities  perform  essential  governmental  functions — so 
essential  that  if  the  charities  did  not  exist,  the  state  itself  would 
have  to  undertake  their  activities.  And  so,  rather  than  go  to  the 
trouble  of  taxing  the  charities  and  then  appropriating  money  to 
them,  the  state  says,  in  effect,  that  it  will  contribute  to  each  ex- 
empted charity  an  amount  of  money  which  the  charity  would  have 
to  pay  by  way  of  taxes. 

It  is  not  my  intention  to  question  the  propositions  that  many 
charities  do  in  fact  perform  essential  governmental  functions  and 
that  they  therefore  ought  to  receive  aid  from  the  state.  I  heartily 
concur ;  and  I  agree  that  under  the  present  method  a  sort  of  rough 
justice  is  attained.  But  it  is  pretty  rough  and  inexact;  and  it  is 
my  desire  to  examine  the  question  more  in  detail,  to  see  whether 
some  more  acciu'ate  and  fairer  basis  cannot  be  arrived  at. 
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Most  of  the  states  rely,  for  a  large  part  of  their  revenues  (usually- 
allocated  for  municipal  purposes),  upon  real  estate  taxes.  The  real 
property  of  charities  is  almost  entirely  exempt.  Most  of  the  states 
also  rely,  for  another  part  of  their  revenues,  upon  taxes  upon  per- 
sonal property;  either  direct,  as  by  property  taxes,  or  indirect,  as 
by  income  taxes.  The  personal  property  of  charities  is  likewise 
almost  entirely  exempt. 

I  know  of  no  reliable  statistics  in  this  field  which  would  enable 
us  to  hazard  an  opinion  as  to  how  much  all  the  citizens  of  the 
various  states,  annually  pay  by  indirect  subsidy  to  the  charities. 
Various  estimates  have  been  made,  but  I  see  no  reason  for  burden- 
ing you  with  them ;  it  is  sufficient  for  present  purposes  if  we  agree 
that  the  total  is  large.  As  to  real  estate  (not  personal  property), 
a  recent  study  made  in  the  state  of  New  York  indicates  that  ap- 
proximately 5%  of  all  real  property  is  accorded  a  charitable  exemp- 
tion, that  the  percentage  of  all  real  estate  exempted  (both  public 
and  privately  owned)  is  about  18.5%,  so  that  the  privately  owned 
exempted  real  estate  comprises  between  one-third  and  one-quarter 
of  the  total  exempted.  Similar  figures  from  my  own  state,  Connec- 
ticut, indicate  that  there  approximately  8%  of  all  real  property  is 
accorded  a  charitable  exemption,  that  the  percentage  of  all  real 
estate  exempted  (both  public  and  privately  owned)  is  about  16%, 
so  that  the  privately  owned  exempted  real  estate  comprises  about 
one-half  of  the  total  exempted. 

It  will  be  seen  that  these  figures  differ.  This  is  not  surprising, 
for  conditions  vary  so  much  from  state  to  state.  In  some  sections 
of  the  country  the  state  itself  may,  for  various  reasons,  have  seen 
fit  or  have  been  obliged  to  undertake  a  far  more  multiform  activity 
than  that  obtaining  in  other  sections  of  the  country.  Accidents  of 
population  growth  and  distribution  of  wealth,  accidents  of  geog- 
raphy, accidents  of  large  charitable  gifts  made  by  benevolent  per- 
sons, have  all  had  their  influence.  It  would  indeed  be  extraordinary 
if  the  figures  were  the  same  for  all  the  states. 

But  what  about  personal  property  ?  There  are  no  statistics  about 
this  whatever,  so  far  as  I  know.  Again  conditions  will  undoubtedly 
vary  from  state  to  state;  very  likely  most  of  the  richest  and  most 
heavily  endowed  charities  are  in  the  East;  but  at  any  rate  it  is  my 
guess  that  the  exempt  personal  property  of  charities  far  exceeds  in 
value  their  exempt  real  estate.  It  is  a  poor  hospital  or  poor  college 
that  docs  not  have  an  endowment  larger  than  the  value  of  its  real 
estate,  and  so  I  believe  it  goes  all  down  the  line.  The  charities 
themselves,  when  discussing  their  own  exemptions,  ordinarily  con- 
veniently forget  this  phase  of  the  matter.  They  alone  are  aware  of 
the  size  of  their  own  endowments,  but  they  seem  to  confine  their 
figures  to  their  own  real  estate  in  discussing  the  amount  of  indirect 
subsidy  they   receive   from   the   state,  as  against   tlie   value   of  the 
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functions  they  perform.  In  my  own  opinion,  real  estate  forms 
considerably  less  than  one-half  of  the  total  of  property  tax  exemp- 
tions granted  to  charities  (to  say  nothing  of  inheritance  tax  ex- 
emptions), but  how  much  less,  I  am  unable  to  say.  At  all  events, 
I  think  you  will  agree  that  the  indirect  subsidy  to  charities  forms 
an  undetermined  but  fairly  substantial  percent  of  all  moneys  col- 
lected for  public  uses. 

My  purpose  in  mentioning  the  size  of  the  indirect  subsidy  to 
charities  is  not  the  demagogic  one  of  pointing  out  to  the  rapacious 
and  ruthless  tax  collector  a  vast  aggregation  of  wealth  which  has 
hitherto  been  unplundered  by  him  and  the  possessors  of  which  are 
comparatively  feeble  folk.  The  charities  themselves  like  to  take  this 
view  of  the  situation.  They  tend  to  see  burglars  under  every  bed, 
spooks  in  every  closet.  The  chorus  of  wrath  and  obloquy  that  arises 
from  the  charities  at  any  attempt  at  a  dispassionate  consideration 
of  the  problem  is  out  of  all  proportion  to  the  danger  to  the  work  of 
the  charities  themselves.  If  they  had  a  calmer  and  more  realistic 
approach,  and  were  less  jumpy  and  nervous,  they  would  find  them- 
selves better  off  in  the  end.  As  it  is,  they  injure  their  own  cause, 
in  the  eyes  of  any  unprejudiced  observer,  by  the  extremity  of  their 
statements.  I  do  not  know  how  many  of  you  have  had  the  temerity 
to  beard  the  charities;  but  those  of  you  who  have  will  appreciate 
the  force  of  my  remarks.  I  recall  that  at  the  time  of  my  last  brush 
with  the  charities,  they  indignantly  asserted,  in  a  written  brief  as 
well  as  in  oral  argument,  that  their  own  functions  were  the  highest 
public  uses ;  that  accordingly  any  change  in  the  existing  situation  of 
complete  and  undiscriminating  exemption  was  outrageous  because  it 
would  mean  taking  money  from  their  self-styled  highest  public  uses 
and  employing  it  for  the  low  and  pernicious  activities  of  the  state.' 
Of  course  they  did  not  phrase  it  in  exactly  that  way,  but  they  did 
give  away  their  hand  by  using  the  phrases  "  highest  public  uses  " 
and  "lower  public  uses"  in  the  way  I  have  indicated;  and  they 
quoted  the  statement  of  former  President  Eliot  of  Harvard  that : 

"  It  is  at  once  apparent  that  this  objection  is  both  illogical 
and  mean;  illogical,  because  if  churches,  colleges  and  hospitals 
subserve  the  highest  public  ends,  there  is  no  reason  for  making 
them  contribute  to  the  inferior  public  charges.  .  .  ." 

With  the  greatest  respect  to  President  Eliot  and  others,  this  argu- 
ment is  simply  preposterous. 

The  so-called  "  inferior  public  uses  "  of  the  state  are  in  fact  the 
basic  and  most  important  ones.  It  is  a  curious  sort  of  prejudiced 
thinking  which  leads  college  presidents  and  other  benevolent  gentle- 
men to  ignore  the  fact  that  the  state  provides  the  framework  of 
security  of  person  and  property  without  which  neither  they  nor 
anyone  else  could  lead  a  civilized  life  or  engage   in  any  kind  of 
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organized  activities.  The  state  itself  is  the  greatest  charitable  in- 
stitution there  is.  It  has  no  other  function  than  serving  the  great 
human  needs.  It  is  rigidly  restricted  thereto  by  the  courts  and  by 
public  opinion.  Under  pain  of  overthrow  and  dissolution,  it  must 
guarantee  the  security  of  person  and  property,  it  must  care  for  the 
aged,  the  destitute  and  the  sick,  it  must  educate  the  young,  it  must 
assure  a  reasonable  equality  of  opportunity  for  all.  To  call  these 
activities  of  the  state  "'  inferior  public  uses,"  as  the  spokesman  of 
the  charities  do,  is  nothing  but  a  fantastic  perversion  of  the  truth. 
As  an  argument,  it  is  entirely  inadmissible  by  any  student  of  civics, 
no  matter  what  view  he  takes  of  the  authority  of  the  state;  for  the 
argument  amounts  to  saying  that  the  part  is  greater  than  the  whole, 
that  the  activities  of  a  small  part  of  the  people  are  determined  by 
that  small  part  to  be  of  overriding  importance,  so  that  they  will  not 
consent  to  be  subject  to  the  ordinary  duties  and  burdens  imposed 
upon  all  the  citizens.  Reduced  to  its  basic  terms,  this  is  the  lan- 
guage of  aristocracy,  or  absolute  monarchy,  or  dictatorship,  or  theo- 
logical imperialism,  or  any  sort  of  special  privilege.  Time  and 
again  the  democratic  sense  of  mankind  has  met  such  challenges  of 
special  privilege,  and  has  overthrown  them  — in  the  Protestant  Ref- 
ormation, in  the  French  Revolution,  in  the  American  Revolution, 
and  in  many  other  times  and  countries  under  very  diverse  con- 
ditions. 

I  cannot  believe  that  the  charities  intend  seriously  to  rely  upon 
such  an  argument.  It  must  be  clear  that  the  whole  is  greater  than 
a  part;  that  the  general  good  comes  before  a  partial  good;  and  that 
all  the  citizens,  assembled  in  a  political  society,  have  of  necessity 
both  the  right  and  the  power  to  determine  whether  the  activities  of 
any  minority  conduce  to  the  general  good  or  otherwise. 

If  this  be  so — and  I  think  that  upon  reflection  the  charities  them- 
selves will  agree — the  problem  becomes  one,  not  of  assaulting  the 
charities,  but  of  studying  the  situation  with  a  view  to  ascertaining 
whether  maladjustments  exist,  and  to  correcting  them.  I  happen  to 
believe  that  they  do  exist  and  that  they  can  be  corrected,  given  time 
and  energy.  I  freely  admit  that  the  extent  of  the  public  service, 
and  of  that  service  within  the  range  of  governmental  duty,  which  is 
performed  by  private  beneficiaries  operating  through  the  medium 
of  tax-exempt  institutions  and  corporations  is  enormous,  and  the 
importance  and  value  of  it  in  its  purely  public  aspect  cannot  accur- 
ately be  calculated.  But  I  am  convinced  that  a  study  will  reveal 
faults  which  can  be  mended. 

Such  a  study  ought  all  the  more  to  be  made  because  the  courts 
are  rightly  insistent  upon  the  proposition  that  the  state  itself  cannot 
levy  taxes  except  for  public  purposes.  If  so,  the  state  equally  can- 
not or  ought  not  to  make  indirect  subsidies  to  charities  except  so 
far  as  they  subserve  public  purposes. 
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The  prime  difticulty  as  I  see  the  present  situation,  is  tliat  public 
poHcy  necessarily  changes,  whereas  charitable  exemptions  are  rigid. 
From  time  to  time  the  legislative  body  of  the  state  must  determine 
what  are  the  most  important  public  needs,  and  take  steps  to  fulfil 
them.  To  take  an  extreme  example,  it  may  be  that  the  state  finds 
itself  engaged  in  a  desperate  war,  in  which  its  existence,  and  the 
happiness  and  freedom  of  all  its  citizens,  is  at  stake.  The  needs  of 
the  war  come  first  and  (let  us  say)  the  needs  of  bird-sanctuaries 
come  last,  and  yet,  if  the  rigid  system  of  tax-exemptions  be  adhered 
to,  the  inessential  institutions  would  not  have  to  contribute  towards 
the  expenses  of  the  essential  war. 

Or  take  a  less  extreme  example.  Suppose  an  economic  depres- 
sion comes.  The  great  and  pressing  need  may  be  unemployment 
relief,  to  feed  and  house  and  clothe  multitudes  of  citizens  who 
through  no  fault  of  their  own  are  in  dire  straits.  An  anti-vivisection 
society  may  be  a  good  thing  in  its  own  way,  but  why  should  public 
funds  be  diverted  to  it  at  such  a  time,  at  the  expense,  perhaps,  of 
the  very  lives  of  citizens  ? 

But  it  is  not  only  in  emergencies  that  such  questions  arise;  they 
are  equally  present  in  prosperous  times,  though  not  so  visible  or 
pressing.  Has  adequate  provision  been  made  for  the  care  of  the 
insane  or  the  feeble-minded?  Or  should  the  claims  of  the  hospitals, 
sanatoria,  and  public  health  come  first  ?  What  about  the  cripples 
and  the  deaf  and  blind?  How  much  of  the  available  funds  shall  be 
given  to  the  educational  institutions  ?  How  much  shall  be  spent 
upon  good  roads,  upon  prisons,  upon  courts  and  police  protection? 
In  short,  what  is  the  order  of  public  needs,  and  what  proportion  of 
help  shall  each  have?  Such  questions  face  every  legislature  at  every 
session,  and  a  successful  answer,  with  each  factor  given  due  weight, 
is  necessary  for  a  well-balanced  and  happy  community.  But  it  is 
obvious  that  these  problems  change  from  time  to  time.  Perhaps 
sufficient  old  peoples'  homes  exist  to  take  care  of  all  probable  re- 
quirements, whereas  the  water  supply  here  and  there  is  inadequate. 

But  under  the  present  system  of  charitable  exemptions,  once 
exempt  always  exempt.  Possibly  at  any  given  time  a  private  insti- 
tution of  higher  learning  is  so  heavily  endowed  that  its  students 
live  in  luxurious  surroundings  denied  to  the  ordinary  citizen, 
whereas  the  state  university  itself  is  starved  for  funds.  Or  one 
moribund  church,  with  a  dwindling  congregation,  may  be  immensely 
wealthy,  and  thereby  receive  tremendous  subsidies  by  way  of  tax 
exemption,  whereas  other  churches,  whose  field  of  social  service  is 
larger,  struggle  desperately  almost  without  aid,  but  under  the 
present  system  no  alteration  can  be  made. 

My  first  objection  therefore  is  that  the  present  system  of  per- 
manent e.xemptions  is  too  rigid  in  view  of  the  flux  and  changing 
circumstances  of  the  actual  world.  Help  cannot  adequately  be  allo- 
cated where  it  is  most  needed. 
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'My  second  objection  is  that  the  present  system  is  undiscriminat- 
ing.  This  holds  even  if  one  supposes  the  impossible,  namely  that 
conditions  and  needs  never  change.  For  under  the  present  system 
both  the  object  and  the  amount  of  the  subsidy  are  determined,  not 
by  the  legislature,  which  in  theory  is  charged  with  that  duty,  but 
by  the  idiosyncracies  or  even  whims  of  private  individuals.  I  men- 
tioned bird-sanctuaries  a  while  ago.  I  had  in  mind  a  very  wealthy 
man,  who  died  recently,  and  who  by  his  will  left  thousands  of  acres 
of  land  and  a  vast  sum  of  money  for  the  establishment  of  a  sanc- 
tuary for  birds  and  wild  animals.  That  had  been  his  hobby  during 
his  life,  and  of  course  it  was  fair  enough  for  him  to  engage  in  it  as 
long  as  he  lived,  provided  that  he  paid  taxes  (as  he  did)  upon  the 
wealth  he  so  employed.  But  by  his  will  he  was  enabled  to  turn 
this  into  a  charitable  trust,  in  perpetuity,  which  will  be  forever 
exempt  from  taxation,  and  which  will  therefore  forever  receive  a 
subsidy  from  the  state,  at  the  expense  of  all  the  citizens  thereof. 
Xo  doubt  much  can  be  said  in  favor  of  bird  sanctuaries,  but  it 
violates  all  my  notions  of  sound  government  to  allow  one  man, 
however  fantastic  or  narrow  his  ideas,  to  impose  a  permanent  bur- 
den upon  everybody  else.  And  this  permanent  burden  in  favor  of 
birds  and  wild  animals  was  imposed  at  a  time  when  the  economic 
depression  was  most  severe,  when  thousands  of  citizens  of  the  state 
were  entirely  destitute  and  in  danger  of  starvation,  when  the  state 
and  its  municipalities  were  straining  every  resource  in  an  effort  to 
ward  off  the  threat  of  a  breakdown  in  civil  society.  At  the  time 
the  terms  of  this  man's  will  became  generally  known,  much  criticism 
was  expressed  upon  the  testator's  apparent  blindness  to  general 
public  good  and  the  narrowness  of  his  interest,  but  of  course  nothing 
could  be  done  about  it  under  the  existing  system. 

I  could  give  you  dozens  of  examples  of  this  sort  of  thing,  but 
there  is  no  need;  my  point  must  be  clear.  Activities  of  great  public 
worth  are  under-endowed  and  therefore  under-subsidized,  whole 
activities  of  little  value,  or  of  minor  value,  permanently  receive 
large  amounts  of  public  moneys,  without  any  intelligent  direction 
being  exercised.  It  is  all  left  to  chance,  to  accidents  of  the  opinions 
of  private  individuals,  which  may  in  no  way  coincide  with  public 
needs. 

It  seems  to  me  that  more  intelligence  and  flexibility  are  indicated 
as  the  solution.  I  say  this  realizing  what  a  comparatively  small 
part  intelligence  plays  in  regulating  human  affairs.  The  weight  of 
tradition,  which  is  chiefly  another  name  for  the  avoidance  of  the 
necessity  of  thinking,  cannot  easily  be  shaken  oft'.  Yet  it  must  be 
if  intelligence  is  to  have  freer  play.  It  is  good  to  re-examine  the 
basic  concepts  of  social  and  political  action.  I  urge,  in  fact,  nothing 
less  than  a  reconsideration  of  what  the  functions  of  government  are. 
What  is  government  for  ? 

Any  such  proposal  for  a  re-examination  of  governmental   func- 
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tions,  in  the  field  whicli  I  have  chosen  to  speak  about,  will  no  doubt 
evoke  vigorous  protests  from  the  charities,  or  at  least  from  those 
of  them  which  have  benefited  most  from  the  present  haphazard  and 
chaotic  system.  Such  protests  must  be  largely  ignored,  if  we  are 
to  get  anywhere  at  all. 

And,  so  far  as  I  can  see,  the  necessary  prerequisite  of  any  such 
reconsideration  is  the  total  abolition  of  all  charitable  exemptions. 
Only  then  will  all  social  activities,  whether  conducted  by  private 
individuals,  by  private  corporations  or  institutions,  or  by  public 
bodies,  stand  upon  exactly  the  same  basis.  Only  then  can  dispro- 
portionate and  contradictory  subsidies  be  done  away  with.  Only 
then  can  a  fairly  accurate  comparison  be  made  between  the  relative 
worth  and  the  relative  needs  of  various  social  activities. 

Let  the  legislature  recognize  that  it  must,  indeed,  subsidize  vari- 
ous private  institutions  because  they  do  perform  necessary  govern- 
mental functions  which  the  legislature  is  not  itself  willing  or  able 
to  take  over;  but  let  such  subsidies  be  direct,  by  money  appropria- 
tions. Let  the  matter  be  brought  out  into  the  open,  instead  of  being 
buried  deep  underground.  The  amount  of  state  aid  to  each  institu- 
tion will  thus  become  publicly  known,  and  the  proposed  amounts 
will  furnish  a  rough  index  of  the  relative  needs  of  each  form  of 
public  enterprise  under  the  then  existing  circumstances  and  in  view 
of  the  policy  of  the  state.  If  an  error  is  made  at  any  session  of  the 
legislature,  if  activities  demanded  by  public  opinion  are  slighted  in 
favor  of  less  worthy  objects,  the  facts  will  promptly  become  known 
and  effective  pressure  can  be  brought  to  bear  at  the  next  legislative 
session  for  the  correction  of  the  error,  instead  of  perpetuating  it 
forever,  as  is  done  under  the  present  system.  Moreover,  the  very 
necessity  of  weighing  the  claims  of  various  social  activities  will 
almost  insensibly  lead  the  legislature  itself,  as  well  as  the  general 
public,  towards  formulating  some  coherent  scheme  of  governmental 
functions.  Such  scheme  can,  and  should  be,  subject  to  the  most 
searching  criticism ;  it  can  be  refined  and  corrected  by  discussion ; 
it  can  be  altered  from  time  to  time  when  and  where  necessary. 
It  will  tend  to  make  people  think  more  about  their  government  which 
the  general  public  has  not  sufficiently  done  for  some  generations, 
and,  as  long  as  we  keep  the  democratic  form  (which  I  hope  will  be 
always)  it  will  tend  to  improve  it. 

There  can  be  no  doubt  that  this  proposal  would  throw  a  certain 
additional  burden  upon  the  legislature;  but,  in  the  first  place,  the 
chief  reason  for  the  existence  of  any  legislature  is  to  decide  just 
such  problems,  so  that  if  it  cannot  handle  them  it  ought  not  to  exist 
at  all;  and,  in  the  second  place,  it  is  not  believed  that  the  added 
burden  will  be  so  very  large.  In  preparing  and  acting  upon  a  state 
budget,  the  legislature  already  handles  the  major  part  of  such 
questions,  namelv,  in  deciding  how  state  monevs  are  to  be  spent  in 
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strictly  public  activities.  The  additional  burden  of  deciding  what 
appropriations  shall  be  made  to  various  private  charities  would  not 
seem  to  be  intolerable. 

One  of  the  questions  which  will  doubtless  arise  will  be  how  much 
direct  aid,  if  any,  will  be  given  to  the  churches.  !Many  people  will 
deplore  discussion  on  this  point,  but  I  myself  would  welcome  it  as 
highly  informative  and  interesting.  It  would  be  preposterous  for 
nie  to  attempt  to  solve  offhand  the  tremendous  problems  involved — 
problems  which  have  exercised  mankind  since  the  inception  of  re- 
ligion, which  have  led  to  wars,  persecutions  and  cruelties,  which 
have  engaged  the  attention  of  some  of  the  most  brilliant  and  wisest 
men  of  the  race  throughout  recorded  history — the  allied  questions  of 
what  part  religion  should  play  in  life,  and  what  part  the  organized 
church  should  play  in  life.  But  It  may,  perhaps,  be  permissible  for 
me  to  indicate  briefly  my  own  line  of  thought  thereon. 

Both  these  states  and  the  federal  government  of  this  nation  are 
lay  institutions.  In  their  various  constitutions  they  have  separated 
themselves  from  any  church.  Time  was,  prior  to  the  establishment 
of  this  nation,  when  the  established  church  was  so  intimately  tied 
up  with  the  government  that  the  church  practically  was  the  govern- 
ment— in  my  own  state,  at  any  rate,  no  one  could  vote  who  was  not 
a  member  of  the  established  cliurch  and  who  had  not  paid  his  pew- 
rent  and  tithes.  All  this  has  now  been  done  away  with :  the  state 
is  under  no  obligation  whatever  to  any  particular  church. 

Therefore  any  student  of  American  civics,  when  inquiring  into 
the  function  of  the  state,  is  entitled  to  take  a  lay  view.  Accordingly 
there  is  no  obligation  upon  the  state  to  support  any  church  by 
money  grants,  yet  the  fact  is  that  enormous  indirect  subsidies  are 
being  paid  by  the  states  to  the  churches.  This  is  chiefly  a  mere 
traditional  holdover  from  the  ancient  times  when  the  state  did  under- 
take to  support  the  church.  It  would  seem  that  some  change  should 
be  made,  but  the  exact  extent  of  such  change  presents  unusual  diffi- 
culties. The  Christian  churches,  together  with  some  few  other 
charities,  are  not  organized  for  any  one  purpose,  but  for  several — 
some  of  which  are  concededly  governmental  functions,  and  some  of 
which  are  not.  It  is  my  own  humble  opinion  that  these  can  be 
separated,  though  not  without  difficulty.  The  burden  of  proof  is 
clearly  upon  any  charity  in  claiming  state  aid.  Any  of  its  activities 
which  it  cannot  establish  to  be  a  necessary  governmental  function 
should  be  omitted  from  consideration  in  any  subsidy  that  is  paid  it. 
Accordingly,  I  would  suggest  that  insofar  as  the  churches  are  theo- 
logical institutions,  designed  and  carried  on  to  facilitate  the  indi- 
vidual's worship  of  and  relations  with  God,  the  state  has  no  con- 
cern with  them,  and  should  not  subsidize  them;  but  that  insofar  as 
the  churches  carry  on  denominational  educational  institutions,  or- 
phans' homes  or  other  activities  which  clearly  are  governmental 
functions,  the  state  ouglit  to  aid.     In  between  tliesc  extremes,  there 
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is  vast  Iliads  of  rather  chaotic  activities,  mostly  sociable  or  benev- 
olent in  purpose,  carried  on  by  the  churches  or  by  groups  within 
the  churches.  I  believe  that  most,  if  not  all,  of  this  can  be  ignored 
for  our  purposes.  I  do  not  assert  that  much  good  is  not  done  by 
the  teaching  by  the  churches  of  morality,  ethics,  respect  for  law,  the 
ministration  of  spiritual  encouragement  and  guidance,  and  intelli- 
gent advice  and  discussion  regarding  political  and  social  problems 
of  the  individual ;  but  I  do  assert  that  there  is  no  obligation  on  the 
lay  state  to  subsidize  this.  The  state  is  not  set  up  to  pay  money  to 
any  citizen  or  group  of  citizens  who  wish  merely  to  do  good.  If  1 
as  a  parent  teach  my  children  morality,  I  do  not  expect  the  state 
to  pay  mc  for  it.  If  a  minister  of  religion  teaches  his  parishioners 
morality,  he  ought  not  to  expect  the  state  to  pay  him  for  it.  The 
state  can  see  that  such  morality  as  is  necessary  for  its  purposes  is 
taught  in  its  schools,  and  enforced  by  its  police  and  courts.  It  can 
fairly  be  argued  that  both  the  minister  of  religion  and  the  parent 
receive  a  quid  pro  quo  from  the  state — not  in  the  form  of  a  money 
payment,  but  in  the  form  of  the  security  and  liberty  resulting  from 
an  ordered  society.  But  I  am  concerned  here,  not  with  the  co- 
relative  obligations  and  duties  of  the  citizen  and  the  state,  but  with 
the  fact  that  the  state  is  limited  in  its  functions.  It  is  not  a  gen- 
eral do-good  society,  and  accordingly  it  has  no  obligation  to  sup- 
port general  do-good  among  its  members.  Its  functions  as  com- 
pared with  the  whole  range  of  human  activities,  are  relatively  few; 
I  do  not  pretend  to  lay  them  down  authoritatively,  but  they  can  be 
pragmatically  determined — and  indeed  are  so  determined  at  every 
session  of  the  legislature — and  money  subsidies  ought  to  be  con- 
tined  to  these. 

So  much  for  the  theoretical  aspect.  I  have  been  concerned  to 
point  out  the  merits  of  the  idea  here  suggested,  but  I  do  not  mean 
to  claim  that  it  is  a  panacea,  nor  that  many  difficulties  will  not 
arise.  As  a  practical  matter,  the  idea  here  proposed  may  lead  to 
much  more  pulling  and  hauling  of  legislators  than  now  obtains. 
Opportunities  for  log-rolling  will  multiply,  as  well  as  opportunities 
for  venal  legislators.  The  charities  who  get  the  most  out  of  the 
state  may  not  be  the  most  deserving,  but  may  be  those  whose 
spokesmen  are  most  plausible  and  persuasive,  or  who  have  access 
to  those  in  power. 

It  is  on  some  such  cynical  or  disillusioned  grounds  as  these  that 
those  in  favor  of  the  present  system  can  base  their  most  telling 
arguments.  No  one  can  deny  that  they  are  of  great  force.  Yet  at 
bottom  they  amount  to  saying,  "  Let  us  perpetuate  the  present  in- 
justice, for  fear  that  if  all  the  facts  became  known  and  an  equality 
of  treatment  were  accorded  to  all,  even  worse  injustice  and  corrup- 
tion might  prevail,  because  of  the  well-known  failings  of  human 
nature." 
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I  do  not  think  that  that  is  a  permissible  argument.  It  is  not  the 
way  of  statesmanship ;  it  is  not  the  way  to  make  any  progress 
towards  solving  the  ills  with  which  humanity  is  afflicted. 

No  doubt  the  stupidity  and  blunder ings,  the  venality  or  cowardice 
of  legislatures  have  given  and  will  continue  to  give  cause  for  dis- 
gust or  amazement  to  the  thoughtful.  No  doubt  my  audience  has 
experienced  these  emotions,  composed  as  it  is  of  state  tax  officials, 
corporation  officials,  present  or  former  members  of  legislative 
bodies,  and  others,  all  of  whom  have  had  personal  experience  in 
dealing  with  legislatures.  But  you  are  not  ready  to  resign  from 
the  human  race  on  that  account ;  and  neither  am  I.  The  system  of 
society  must  go  on.  Patient  intelligence,  reiterated  effort,  furnish 
the  only  solution.  And  if  we  can  but  clear  away  obscure  injustices, 
bring  the  facts  to  light,  and  assure  an  equal  start  to  all,  much  may 
be  done. 

I  do  not  therefore  consider  that  the  proposal  to  abolish  all  chari- 
table exemptions,  and  to  have  all  subsidies  made  by  direct  grant,  is 
too  idealistic  or  hopelessly  impractical.  If  the  idea  has  any  con- 
vincing force,  if  it  can  become  spread  among  the  public  and  win 
their  support  by  any  merit  which  it  possesses,  then  it  can  be  put 
into  effect ;  and,  once  in  effect,  I  believe  it  will  have  salutary 
results  on  the  whole  and  in  the  long  run. 

And  I  am  particularly  glad  to  be  privileged  to  present  this  pro- 
posal to  you  who  are  (I  speak  without  any  flattery)  among  the  best 
qualified  to  judge  its  merits.  You  who  specialize  in  taxes  cannot 
escape  specializing  in  civics;  you  cannot  escape  long  and  anxious 
thought  on  how  tax  money  is  spent — that  is,  on  the  relative  values 
of  governmental  functions.  You  have  the  experience ;  you  are,  or 
are  near  to,  the  center  of  government  in  the  various  states.  I  am 
satisfied  that  as  public  servants  or  as  public-spirited  citizens  your 
interests  lie  in  the  direction  of  good  government  —  otherwise  you 
would  not  be  here.  I  repeat,  therefore,  that  I  am  happy  to  have 
you  judge  this  proposal.  If  it  commends  itself  to  you,  I  hope  you 
will  give  it  your  support ;  and  with  your  support,  much  is  gained. 

I  thank  you. 

Chairman  A.  E.  Holcomr:  I  think  we  all  enjoyed  this  admir- 
able, intelligent  and  well-written  paper.  Is  tliere  anyone  now  who 
would  like  to  discuss  this  proposal,  constructively  or  destructively? 

E.  P.  Doyle  (New  York)  :  One  senator  had  passed  a  bill  through 
the  Senate,  almost  unanimously,  doing  away  with  the  entire  exemp- 
tion proposition,  relating  to  charitable  and  benevolent  institutions. 

I  think  there  is  a  growing  feeling  in  the  legislature  that  such  a 
bill  should  be  passed.  I  want  to  call  to  the  attention  of  Senator 
Edmonds  and  Mr.  Burton  that  Parliament,  during  the  Labor  domi- 
nation, passed  an  act  entirely  changing  the  method  of  assessment  in 
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Great  Britain.  They  made  an  agreement  between  Lloyd  George, 
Ramsey  Alac Donald  and  Stanley  Baldwin  that  while  they  would  not 
repeal  the  act,  they  would  not  enforce  it ;  and  they  have  not  en- 
forced it.  Two  years  ago  while  I  was  in  England,  they  were  about 
to  repeal  it.  I  was  sitting  on  the  floor  of  the  House  of  Lords  and 
MacDonald  was  attacked  for  attempting  to  repeal  the  act.  That 
act  provides  for  an  entirely  different  method  of  assessment  in 
Great  Britain.  The  house  I  lived  in  over  there  was  taxed  one 
hundred  pounds  a  year  by  the  government  and  one  hundred  pounds 
a  year  for  the  occupancy  of  the  house. 

James  W.  Martin  (Illinois):  It  seems  to  mc  in  spite  of  the 
suspicious  circumstances  alluded  to  by  the  principal  speaker,  we 
have  had  a  magnificent  presentation  of  a  point  of  view  that  we  can 
tie  to,  if  you  will  pardon  the  expression.  I  am  not  desirous  of 
adding  to  the  discussion  that  Mr.  Knapp  has  so  admirably  carried 
thus  far  in  the  particular  realm  in  which  Mr.  Knapp  has  discussed 
the  matter ;  I  would  like  to  take  you  to  another  area  of  the  tax 
field,  the  field  of  excise  taxation,  sales  taxes,  etc.,  and  point  out  by 
example  one  particular  type  of  thing  that  seems  to  me  to  be  as 
pernicious  in  its  influence  as  the  property  tax  exemptions  which  are 
provided  for  in  our  state  constitutions,  and  which  Mr.  Knapp  so 
well  presented. 

In  many  of  our  states  we  have  provisions  in  our  gasoline  tax 
laws,  for  example,  that  fuels  are  not  subject  to  tax  if  they  are  used 
for  purposes  other  than  propelling  motor  vehicles  on  highways. 
The  particular  type  of  exemption  varies  from  state  to  state.  In 
some  states  the  exemption  applies  to  fuels  used  only  for  industrial 
purposes,  and  in  some  other  states  it  applies  only  to  fuels  used  for 
mechanical  purposes;  but,  the  general  tenor  of  the  situation  is  to 
exempt  fuels  used  for  any  purpose  other  than  motor  vehicles 
operation. 

It  seems  to  me  that  that  is  an  extremely  unfortunate  provision 
in  our  statutes  providing  for  gasoline  taxation.  Now,  the  misfor- 
tune in  this  instance  is  not  a  theoretical  misfortune,  such  as  the 
principal  speaker  has  referred  to,  but  a  practical  administrative 
misfortune,  in  that  it  makes  it  impractical  for  the  tax  commissioner, 
or  whoever  administers  the  gasoline  tax,  really  to  do  the  job  as  it 
ought  to  be  done.  Now,  there  are  two  or  three  aspects  of  that. 
I  shall  not  go  into  detail,  but  I  point  out,  first,  that  it  increases  the 
cost  enormously.  In  all  those  cases,  I  think,  in  which  exemptions 
are  general  in  character,  the  cost  of  administering  the  exemption 
exceeds  the  cost  of  administering  the  rest  of  the  gasoline  tax,  what- 
ever that  amounts  to. 

In  the  second  place,  and  I  think  much  more  serious  than  that, 
the  provision  of  these  exemptions  opens  the  way  to  numerous 
fraudulent  practices,  and  that  is  the  case  irrespective  of  the  eft'orts 
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of  the  tax  administrations  to  prevent  them.  I  don't  mean  to  say  at 
all  that  the  efforts  of  the  tax  administrations  may  not  lessen  the 
fraudulent  practice,  but  it  seems  to  me  in  no  case  can  they  eliminate 
them.  Just  one  illustration :  In  one  state  it  was  found  that  by  the 
simple  requirement  that  a  receipt  for  the  payment  for  gasoline 
purchased  should  be  submitted  to  the  administration,  in  order  to 
claim  exemption,  the  claims  for  exemption  were  lessened  by  between 
15  and  20?c.  It  seems  to  me  if  you  followed  certain  other  lines  of 
tightening  up,  that  are  possible  and  that  have  been  tried  out  in 
various  instances,  you  could  have  quite  similar  results.  Rather 
than  spend  all  my  time  in  emphasizing  that  particular  point,  which 
seems  to  me  in  itself  sufficient  to  render  the  exemptions  less  fair, 
as  well  as  less  practical,  than  elimination  of  the  exemptions,  I  turn 
to  another  aspect  of  the  problem  and  call  attention  to  the  fact  that 
exemptions  of  the  same  general  character  can  be  provided  by  an 
indirect  method,  namely  by  a  loose  definition  of  the  fuels  which  are 
subject  to  taxation,  and  by  a  restricted  definition,  which  is  not  loose, 
that  is,  by  an  exact  definition  which,  however,  is  too  narrowly  re- 
stricted. I  shall  not  go  into  that  except  to  point  out  the  failure  to 
include  certain  of  the  fuels  that  are  only  part  of  the  time  used  for 
motor-vehicle  transportation,  and,  indeed,  all  fuels  are  used  only 
part  of  the  time.  They  are  left  out  of  the  definitions  in  many  of  the 
states;  some  of  them  are  left  out  in  most  of  the  states.  The  result 
is  that  in  many  instances  the  administrations  are  put  in  a  very 
difficult  situation  to  prevent  blending  those  fuels  with  taxable  fuels 
and  letting  the  product  which  is  the  result  of  the  blending,  be  sold 
without  tax,  except  for  the  tax  that  has  been  paid  on  that  part  of 
the  fuel  that  is  taxable.  That  is  just  one  illustration.  It  would  be 
possible  to  go  on  at  length. 

In  conclusion  let  me  suggest  that  I  am  in  thorough  accord  with 
the  general  tenor — I  might  find  details  to  dift'er  on — I  am  in  thor- 
ough accord  with  the  general  principle  that  the  principal  speaker 
has  suggested  in  the  application  of  property  taxes.  It  seems  to  me 
that  principle  ought  to  be  carried  as  far  as  it  is  politically  and 
practically  possible  to  carry  it  into  our  entire  system — income  taxes, 
excise  taxes  of  all  sorts,  sales  taxes,  gross  receipts  taxes  and  what 
not;  and  in  doing  that  we  would  not  only  avoid  certain  theoretical 
errors,  to  which  reference  has  been  made  by  the  principal  speaker, 
but  we  avoid  in  some  instances  even  more  difficult  practical  errors 
which,  in  some  cases,  are  even  apparent  violations  of  theoretical 
arguments  that  can  be  advanced. 

Charles  J.  Tobin  (\ew  York)  :  I  would  like  to  call  the  atten- 
tion of  those  present  to  the  study  that  was  made  by  myself  and 
some  others  of  the  exemption  from  taxation  of  privately  owned  real 
property  used  for  religious,  charitable  and  edticational  purposes  in 
New   York  state.     I   left  a  few  copies  of  tliis   study   at   the   desk. 
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I  don't  know  if  the  number  is  sufficient,  but  I  think  it  particularly 
answers,  as  concerns  real  property,  the  paper  that  was  advanced  by 
Mr.  Knapp  of  Connecticut.  I  must  say  that  his  suggestions  are  a 
bit  biased;  in  other  words,  that  his  argument  is  too  much  tending 
away  from  rather  than  addressing  himself  to  the  subject  matter 
itself  as  it  stands  today.  For  example,  in  New  York  state  the  con- 
tribution made  by  private  schools  exceeds  the  money  cost  of  exemp- 
tions of  religious,  educational  and  charitable  institutions  as  branded 
today.  In  Albany  the  contribution  of  private  schools  is  approxi- 
mately one-half  million  dollars;  in  Buffalo  it  runs  to  $3,000,000. 
These  figures  exclude  debt  service  and  exclude  capital  outlays  for 
lands  and  buildings. 

Now,  we  can  talk  as  much  as  we  like  about  this  problem  of  ex- 
emptions— the  exemptions  of  charitable,  educational  and  religious 
institutions — but  the  point  here  that  I  wish  to  emphasize  is  that  we 
should  make  a  thorough  and  fair  study  of  them.  Take,  for  example, 
the  question  of  cemeteries :  in  New  York  state  92%  of  the  gross 
exempt  value  is  in  private  cemeteries  today;  and  if  we  exclude  a 
large  cemetery  in  the  city  of  Elmira,  we  find  the  exemption  of 
cemeteries  will  run  to  something  like  96%.  Now,  are  we  prepared 
to  go  into  the  cemetery  business  ?  Do  the  cities,  towns  and  villages 
care  to  go  into  the  project  of  taking  care  of  the  dead?  All  well 
and  good,  if  that  is  the  proposal.  That  is  to  come  before  the  people 
of  the  state.  It  should  be  understood  first  by  ascertaining  just  what 
is  going  on  at  the  present  time.  I  could  go  on  and  on  and  answer 
the  proposition  from  the  standpoint  of  the  blind  and  the  deaf.  We 
have  taken  that  up  in  some  detail,  and  using  only  as  the  basis  of  our 
study,  state  costs,  in  other  words  what  it  costs  the  state  to  operate 
like  institutions.  The  only  phase  of  this  study  which  cannot  be 
measured  in  that  same  sense  is  that  which  Air.  Knapp  particularly 
referred  to,  and  that  was  religious  institutions.  On  that  point  I 
have  this  to  say : 

'"  Its  list  of  benefits  includes  such  immeasurably  important  social 
services  as  the  teaching  of  niorality,  ethics,  respect  for  law,  the 
ministration  of  spiritual  encouragement  and  guidance,  and  intelli- 
gent advice  and  discussion  regarding  political  and  social  problems 
of  the  individual.  Another  sizeable,  but  unmeasureable,  item  of 
public  value  is  the  monumental  and  artistic  worth  to  the  community, 
of  architecturally  beautiful  churches  and  of  the  works  of  art  that 
they  contain.  These  are  immediately  reflected  in  the  values  of  tax- 
able property  and  add  immensely  to  the  wealth  and  prestige  of  a 
community.  None  of  them  has  a  definite  money  value;  none  of 
them  would  lend  itself  to  governmental  administration,  )'et,  to  any 
supporter  of  American  civilization,  their  value  must  be  seen  to  far 
outweigh  the  local  loss  from  tax  exemption  of  the  institutions  that 
alone  can  supply  those  services  that  are  so  personal  to  the  individual 
and  so  important  to  society." 
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I  am  not  going  to  take  any  more  time  here.  We  spent  consider- 
able effort  in  putting  together  this  study,  and  we  only  respectfully 
ask,  as  somewhat  of  an  answer  to  J\Ir.  Knapp's  paper,  that  you  read 
carefully  and  thoroughly  this  study,  prepared  as  concerns  the  situa- 
tion in  New  York  state.     I  thank  you. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  would  like  to  say  a 
few  words.  First,  while  there  are  some  things  I  would  disagree 
with,  to  Mr.  Knapp  is  due  a  vote  of  thanks  for  the  courage  and 
forcefulness  with  which  he  presented  his  paper.  Along  the  same 
lines,  I  think  I  could  agree  with  our  friend  from  Albany.  I  was 
interested  to  note  these  things:  it  is  said  that  in  1929,  when  the 
total  income  of  the  country  was  $83,000,000,000,  there  was,  I  think, 
52,100,000,000  of  levy  exemption  to  charitable  corporations.  That 
means,  under  INIr.  Knapp's  presentation,  property  that  is  perma- 
nently withdrawn  from  property  taxation.  A  small  portion  of  it  is 
used  for  current  expenses,  that  passes  out  again,  but  the  great 
majority  of  it  goes  to  endowments. 

I  do  think,  myself,  that  the  state  has  some  right  to  say  whether 
it  may  accept  as  charity  certain  particular  purposes,  and  that  there 
may  be  a  definition  drawn  as  between  some  of  the  purposes.  One 
of  the  gentlemen  referred  to  the  question  of  the  bird  sanctuary  in 
the  state  of  Connecticut.  It  seems  to  me  that  it  is  wrong  that  a 
great  pile  of  wealth  should  be  drawn  from  the  taxing  power  of  the 
state  by  the  will  of  the  individual  who  owned  that  wealth,  rather 
than  by  the  consent  of  the  state  itself.  I  hope  there  will  be  more 
exploration  along  this  line.  I  want  to  say  something  about  the 
report  of  our  Pennsylvania  Tax  Commission  in  1927.  At  that  time 
it  directed  attention  to  the  fact  that  there  was  a  tendency  by  chari- 
ties to  bunch  in  a  particular  community,  and  that  as  a  result  of  that 
bunching  there  might  be  a  serious  interference  working  out  to  the 
disadvantage  of  the  local  community,  in  that  it  might  have  so  much 
of  its  property  exempted  by  state  law  as  to  be  unable  to  collect 
enough  taxes  to  function  properly.  We  had  one  district  in  Penn- 
sylvania where  83  per  cent  of  the  realty  was  exempt  from  taxation 
because  certain  great  institutions  had  gathered  there.  Now,  it 
seemed  to  us  that  there  should  be  some  limitation  put  on  charitable 
exemptions;  and  finally  the  majority  of  our  commission  recom- 
mended that  in  the  future  the  exemption  should  be  attaclicd  to  only 
the  improvement  in  realty  and  not  to  the  land  value  itself,  realizing 
that  the  amount  of  land  was  limited;  and  that  the  land  should  pay 
taxes  as  ordinary  land  in  business  or  commercial  or  personal  use. 
Now,  ever  since  that  time  there  has  been  a  bill  introduced  in  the 
legislature  to  carry  out  that  suggestion,  but  it  has  never  gotten  to 
first  base.  My  friend,  Mr.  Graves,  told  me  recently  that  one  of  the 
governors  of  the  state  of  New  York — I  forget  which  one — once 
remarked  to  him,   "  I  make  it  a  point  not  to  be  so  much   in  ad- 
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vance  of  the  band  that  I  cannot  be  identified  as  part  of  the  proces- 
sion." In  this  case  we  were  too  far  in  advance  of  the  band;  but 
I  do  think  the  subject  as  presented  by  Mr.  Knapp  is  worthy  of  a 
great  deal  of  study,  and  if  we  do  not  accept  the  final  conclusion,  to 
go  as  far  as  he  does,  maybe  there  are  some  limitations  which  might 
be  prescribed,  which  would  at  least  permit  the  consent  of  the  state 
before  wealth  is  withdrawn  from  the  taxable  area,  in  perpetuity ; 
otherwise  we  might  reach  a  situation  similar  to  that  that  came 
about  in  France,  in  the  early  days  of  mortmain,  after  the  French 
Revolution,  namely,  that  a  small  portion  of  the  residents  of  the 
community  had  to  bear  the  finances  of  the  community,  and  that 
small  portion  rebelled. 

Chairman  A.  E.  Hoi.comc:  Anything  else? 

(No  response) 

Chairman  A.  E.  Holcomb:  Resentment  arose  in  my  mind  about 
this  statement  Mr.  Knapp  made  about  the  character  of  Connecticut 
residents.  I  happened  to  come  from  Connecticut  and  I  don't  like 
that  kind  of  talk.  I  also  happened  to  be  born  in  the  town  where 
this  bird  sanctuary  is.  As  a  bare-footed  boy  in  overalls  and  blue 
shirt,  I  used  to  walk  through  the  brambles  over  in  there,  as  one  of 
our  favorite  playing  grounds.  When  I  got  to  be  of  age  I  went  back 
there  and  went  up  to  that  sanctuary  and  tried  to  go  where  I  used 
to  go  and  I  was  met  by  a  policeman  who  said  I  could  not  walk  on 
that  any  longer,  that  it  was  a  preserve,  or  something,  so  I  have  a 
great  deal  of  sympathy  for  Mr.  Knapp's  discussion  with  respect  to 
that  sanctuary. 

Anybody  else  have  anything  to  observe  on  this  subject  ?  It  is 
now  half-past  twelve. 

Adjournment, 
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Chairman  A.  E.  Holcomb;  Gentlemen,  kindly  be  seated.  I  am 
afraid  we  are  somewhat  late.  IM}-  time-keeper  was  out,  and  I  have 
been  waiting  for  him.  This  afternoon  we  have  a  topic  which  will 
be  of  interest  to  every  one  here,  at  least  it  will  provoke  discussion. 
Of  all  the  persons  who  have  made  excursions  into  the  field  of  state 
sales  taxes,  there  is  one  man  who  stands  out  preeminently,  and  that 
is  the  speaker  that  I  am  about  to  introduce  to  you.  I  ought  also  to 
say  that  he  stands  out  as  a  zealous  and  very  helpful  worker  for  the 
National  Tax  Association.  Few  of  you  can  appreciate  what  it 
means  to  do  the  housework  for  this  conference.  Among  those 
duties — the  conduct  of  the  secretary-treasurer's  office,  and  what  little 
I  am  called  upon  to  do  in  the  way  of  correspondence  day  by  day — 
is  the  maintenance  of  the  Bulletin,  something  which  you  would  all 
appreciate,  if  you  had  to  conduct  a  monthly  magazine  that  had  to 
come  out  on  more  or  less  rigid  time.  It  requires  a  lot  of  work. 
Professor  Shoup  has  devoted  a  great  deal  of  hard  work  to  furnish- 
ing us  with  this  Bulletin,  and  I  am  glad  to  make  this  mention  of  his 
services  to  the  association  and  to  the  conference,  as  well  as  his 
contributions  to  the  general  subject  of  taxation,  as  professor  in 
Columbia  University.  You  are  all,  of  course,  familiar  probably  with 
his  recent  book,  which  very  likely  is  the  most  complete  work  on  the 
subject  of  state  sales  taxes.  He  made  a  tour  of  the  country,  stopped 
at  various  places,  and  is  now  giving  us  this  contribution  for  our 
help.  It  is  probably  at  great  inconvenience  that  he  is  here,  and  he 
has  to  hurry  away  back  to  his  teaching  duties.  I  introduce  Dr.  Carl 
Shoup,  of  the  Business  School  of  Columbia  University. 

Carl  Shoup  (New  York)  :  Mr.  Chairman  and  Members  of  the 
Conference,  I  cannot  let  those  last  remarks  pass  without  saying 
in  my  turn  that  the  Bulletin  would  never  get  out  were  it  not  for 
Mr.  Holcomb. 

The  topic  of  my  paper  today  will  be  Sales  Taxes  as  Phenomena 
of  Economic  Crises,  and  rather  than  try  to  give  a  list  of  the  pros 
and  cons  of  sales  taxation,  I  just  prefer  this  afternoon  to  try  to 
explain,  in  so  far  as  I  can,  the  reasons  why,  apparently,  the  sales  tax 
has  been  so  prominent  as  a  phenomenon  of  economic  depressions. 

(90) 
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There  may  be  some  reason,  of  course,  back  of  the  sweep  of  the  sales 
tax,  and  I  shall  try  to  elaborate  at  least  some  of  the  things  which 
appeal  to  me  as  being  the  reasons  for  it,  whether  or  not  I  happen 
to  agree  with  the  reasoning  on  which  it  is  based.  States  that  are 
now  employing  a  sales  tax  are  sixteen  in  number,  according  to  my 
counting.  I  might  say  anyone  can  get  different  results,  all  depend- 
ing upon  how  he  defines  a  sales  tax;  but  the  sixteen  I  have  in 
mind  are  now  getting  an  aggregate  revenue  of  fairly  close  to 
$180,000,000  a  year  from  those  taxes.  Of  course,  this,  as  I  recollect 
recent  figures,  is  perhaps  about  one-third  of  the  amount  coming 
from  gasoline  taxes  all  over  the  country,  as  far  as  the  states  go; 
and  I  believe  it  is  somewhat  less  than  one-tenth  of  the  total  state 
revenues.  Comparisons  such  as  these,  though,  may  not  mean  much 
at  this  time,  because  the  sales  tax  movement  is  still  under  way, 
obviously.  For  instance,  among  other  states,  it  is  apparent  that 
Ohio  is  going  to  face  an  active  campaign  for  the  sales  tax  in  the 
near  future,  and  the  same  thing  is  doubtless  true  in  several  other 
states  in  the  Eastern  and  Middle  Western  part  of  the  country. 

SALES  TAXES  AS  PHENOMENA 
OF  ECONOMIC  CRISES 

CARL   SHOUP 
Professor,  Columbia  University 

States  now  employing  a  sales  tax  are  sixteen  in  number,^  and  in 
the  aggregate  they  are  receiving  about  $180  million  a  year  from 
this  source.-  This  amount,  to  be  sure,  is  only  about  one-third  as 
much  as  all  states  are  receiving  from  the  gasoline  tax,  and  about 
one-tenth  of  total  state  tax  revenues.  The  importance  of  the  sales 
tax  at  the  present  moment,  however,  is  not  to  be  gauged  solely  by 
such  comparisons,  for  there  is  little  doubt  that  the  movement  toward 
this  form  of  taxation  is  still  under  way.  Among  other  states,  it 
appears  that  Ohio  and  Pennsylvania  will  in  the  coming  months 
seriously  consider  the  adoption  of  a  sales  tax ;  New  York  City,  with 
a  sales  tax  at  so  low  a  rate  as  to  be  of  virtually  no  importance,  is 
now  lending  a  reluctant  ear  to  the  local  bankers'  suggestions  that  a 
substantial  sales  tax  be  imposed;  and  many  states  now  levying  a 
sales  tax  are  viewing  with  decided  interest  the  experiments  in  the 
states  where  the  retail  rate  has  been  placed  as  high  as  3  per  cent 
(Kentucky,  Michigan,  and  North  Carolina),  and  2J'2  per  cent  (Cali- 
fornia).    On  the  other  hand,  chances  for  repeal  of  the  sales  tax 

1  Connecticut,  Delaware,  Louisiana,  Pennsylvania,  Virginia,  and  Vermont 
are  not  included  in  this  count,  as  their  rates  on  gross  sales  are  so  low  that 
the  tax  is  insignificant.  Also  omitted  are  Minnesota  and  Wisconsin,  whose 
gross  receipts  taxes  are  imposed  only  on  chain  stores. 

2  Compilation  made  by  the  writer  on  the  basis  of  correspondence  with 
state  oflicials. 
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have  been  growing  in  California,  where  the  gubernatorial  nominee 
of  the  Democratic  party  urged  during  his  primary  campaign  aboli- 
tion of  the  tax,  and  the  sales  tax  now  in  force  expires  the  coming 
year  in  Arizona,  Illinois,  ^Missouri,  New  Mexico,  North  Carolina, 
Oklahoma,  South  Dakota,  and  Washington,  and,  with  respect  to  the 
"  consumers  "  tax,  in  West  Virginia.  The  unsettled  condition  pic- 
tured by  the  facts  just  noted  is  of  course  to  be  expected  of  an  im- 
portant revenue  measure  that  has  had  its  conception  and  birth  in  a 
period  of  economic  crisis. 

Although  it  is  well  known  that  the  sales  tax  in  this  country  is  a 
development  of  the  present  business  depression,  it  is  of  interest  to 
recall  how  closely  linked  to  the  depth  of  the  depression  the  sales  tax 
has  been.  The  low  points  of  certain  business  indices  were  reached 
in  mid-summer  of  1932;  of  others,  in  March  of  1933.  The  signifi- 
cant periods  in  the  adoption  of  the  sales  tax  occur  at  approximately 
these  same  times.  In  the  spring  and  summer  of  1932  the  sales  tax 
received  its  first  real  impetus  as  a  state  revenue  measure  when  the 
governors  of  Mississippi  (April  28)  and  Pennsylvania  (August  19) 
approved  sales  tax  measures.  In  March  1933,  eight  states  "  enacted 
a  sales  tax.  Indiana  had  already  done  so  in  the  closing  week  of 
February,  and  five  more  states  ^  joined  the  procession  in  the  brief 
period  between  April  19  and  August  3  of  the  same  year.  Only  in 
Iowa,  ]\Iissouri,  and  Kentucky  (aside  from  the  low-rate  graduated 
tax  in  the  latter  state)  was  adoption  of  the  tax  delayed  until  1934. 

In  Europe,  too,  the  sales  tax  has  been  called  on  in  times  of  eco- 
nomic crisis,  but,  particularly  in  recent  years,  it  has  not  been  so 
markedly  singled  out  as  a  source  of  additional  revenue  as  it  has  been 
in  the  states  of  our  own  country.  At  the  risk  of  deluging  the  list- 
ener with  a  series  of  names,  rates,  and  dates,  I  shall  present  a  brief 
resume  of  the  European  situation  in  order  to  indicate  in  a  general 
way  the  reliance  that  has  been  placed  on  the  sales  tax. 

It  will  be  recalled  that  Germany  in  1918  and  France  in  1920  gave 
the  initial  impetus  to  the  modern  sales  tax  movement,  and  that  by 
1923  the  first  sales  tax  wave  had  reached  its  peak. 

The  second  sales  tax  wave  in  Europe  '''  started  in  1930  when  Ger- 
many, by  a  law  of  April  15,  raised  the  0.75  per  cent  rate  to  0.85 
per  cent,"  although  later  in  the  year  a  step  in  the  other  direction 

3  X^ot  counting  Vermont.  The  eight  states  were,  in  chronological  order; 
South  Dakota,  Xorth  Dakota,  X'^ew  Mexico,  Oregon,  Arizona,  Utah,  Wash- 
ington, and   Illinois. 

•*  Xew  York,  Xorth  Carolina,  Michigan,  Okhihoma,  and  California. 

■'' Information  concerning  European  sales  ta.xes  during  the  period  1930- 
'033  \vas  gathered  by  the  writer  from  the  issues  of  the  BnlU'tiii  de  Statis- 
tiquc  ct  de  Legislation  Comparec  for  that  period,  and  checked  by  reference 
to  Alfred  G.  Buehler,  General  Sales  Taxation,  Xew  York,  1932. 

^Bulletin,  .\\)X\\   1930,  p.  906. 
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was  taken  when  concerns  with  an  annual  turnover  of  5,000  marks 
or  less  were  exempted."  The  same  year  (June  29)  Italy  raised  the 
sales  tax  rate  to  13^2  per  cent  (it  had  been  0.25  per  cent  on  raw 
materials  and  0.50  per  cent  on  other  goods).® 

The  next  year,  1931,  proved  a  fairly  active  one  for  the  sales  tax. 
On  March  27  Austria  authorized  the  city  of  Vienna  to  tap  the 
sales  tax  for  revenue,"  a  few  months  later  Belgium  doubled  its  tax, 
thereby  returning  to  the  2  per  cent  rate  in  force  until  the  end  of 
1929,^°  Germany  made  an  even  larger  increase  (from  the  0.85  per 
cent  rate  to  one  of  2  per  cent),'^  Poland  increased  its  sales  tax  rate 
by  one-tenth,^-  and  Italy  increased  its  rate  to  2.5  per  cent.^^ 

As  the  world-wide  depression  deepened  in  1932,  the  sales  tax  was 
drawn  upon  still  more  heavily.  Early  in  the  year  (March  23), 
Belgium  followed  Poland's  example  and  raised  the  rate  by  one- 
tenth.^*  Shortly  thereafter,  Czechoslovakia  (April  28)  stepped  its 
2  per  cent  rate  up  to  3  per  cent,'^  Austria  (August  18)  doubled  its 
sales  tax  rates  (with  certain  exceptions),"'  and  Belgium  continued 
its  pressure  on  the  sales  tax  by  increasing  the  rate  for  the  third 
time  within  two  years,  this  time  reaching  the  2.5  per  cent  level 
(Dec.  27,  29).^^  Finally,  Germany  repealed  the  exemption  granted 
in  1930  to  small  merchants. ^^ 

The  1933  record  was  somewhat  less  impressive,  but  it  was  notable 
in  that  for  the  first  time  in  several  years  the  sales  tax  won  an  im- 
portant European  convert.  Holland,  which  up  to  this  time  had 
resorted  to  almost  every  other  source  of  revenue,  finally  came  to  a 
sales  tax,  following  however  the  Canadian  rather  than  the  Euro- 
pean tradition  by  limiting  its  4  per  cent  tax  to  sales  by  manufac- 

'  Ibid.,  Dec.  1930,  p.  1436. 

^Bulletin,  June  1930,  p.  I334- 

^  Ibid.,  Apr.  1931,  p.  822. 

"^^  Ibid.,  July  1931,  p.  I9&- 

'^^  Ibid.,  Dec.  1931,  p.  1 161.  The  special  rate  on  stores  with  a  yearly 
turnover  of  more  than  a  million  marks  was  raised  from  1.35  per  cent  to  2.5 
per  cent. 

'^- Ibid.,  Dec.  1931,  p.   I1S5,  and   >[arch   1932,  p.  656. 

13  Buehler,  op.  cit.,  p.  133. 

1-*  Bulletin,  March  1932,  p.  636. 

^^  Ibid.,  April  1,932,  p.  998.  The  rate  remained  at  i  per  cent  on  agri- 
cultural raw  products  and  certain  other  food  products.  The  luxury  tax 
rate  also  was  increased  50  per  cent. 

'^^  Bulletin,  Aug.  1932,  p.  420. 

"^"^  Ibid.,  Jan.  1933,  p.  141.  The  forjait  and  de  luxe  rates  were  also 
raised  in  about  the  same  degree. 

i**  Ibid.,  June  1932,  p.  1324- 
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turers.^^  Norway  has  been  considering-  a  sales  tax.-°  Germany 
readjusted  its  rates  on  farm  products,-^  and  Czechoslovakia  extended 
into  1934  and  1935  the  temporary  rate  increases  made  in  1932.-- 
France,  except  for  relatively  minor  changes,  left  the  sales  tax  un- 
touched until  the  general  tax  reform  of  1934,  at  which  time  the  tax 
appears  to  have  been  increased.-^ 

It  should  not  be  inferred  that  the  sales  tax  has  been  the  only,  or 
even  chief,  source  of  appeal  for  new  funds  in  Europe  during  the 
past  four  or  five  years.  Indeed,  the  general  impression  one  gets  is 
that  other  taxes,  particularly  consumption  taxes  on  specified  articles 
(e.  g.  liquor,  tobacco),  income  taxes,  and  net  fortunes  taxes  have 
been  employed  as  markedly.  Furthermore,  Great  Britain,  Denmark, 
Finland,  Spain, ^-i  Sweden,  and  Switzerland  still  have  no  sales  tax. 
Yet  with  all  these  reservations,  it  is  clear  that  the  sales  tax  has  been 
called  upon  in  Europe  to  carry  a  large  share  of  the  fiscal  burden 
arising  from  the  depression,  although  the  call  has  not  been  so  sudden 
and  the  results  so  concentrated  in  time  as  among  the  states  of  the 
United  States. 

What  are  the  features  of  the  sales  tax  that  have  made  it  so 
attractive  to  many  legislators  as  a  depression  tax?  The  answer 
varies  from  state  to  state  and  country  to  country,  but  certain  char- 
acteristics of  the  tax  have  operated  powerfully  in  its  favor  every- 
where. Foremost  among  these  characteristics  is  the  one  commonly 
spoken  of  as  '"  painlessness."  The  term  "  painless  "  is  often  used 
loosely,  and  its  implications  deserve  analysis. 

It  would  seem  that  the  sales  tax  is  "  painless,"  in  the  commonly 
accepted  sense,  only  under  certain  conditions.  One  of  these  con- 
ditions is  that  the  tax  must  not  remain  as  a  heavy  burden  upon  the 
person  paying  it  in  the  first  instance.  No  legislator  would  consider 
the  sales  tax  "  painless  "  if  the  thousands  of  producers,  wholesalers, 
and  retailers  were  unable  to  pass  it  on  to  someone  else,  either  as  a 
separate  charge  or  concealed  in  the  sale  or  purchase  price.  Another 
condition  is  that  the  immediate  taxpayers  be  relatively  few  in  num- 
ber, for  in  any  event  the  business  firm  is  likely  to  suffer  a  certain 
amount  of  "  pain,"  if  only  from  the  diminution  of  its  sales  volume 

13  The  text  of  the  law  (Oct.  25)  is  reproduced  in  the  Bulleliii,  Oct.  1933, 
pp.  973  ff. 

20  The  situation  in  Norway  is  not  clear  to  the  writer,  but  from  references 
in  the  Bulletin  to  a  "  Taxe  sure  le  chifTre  d'affaires"  (May  1933,  p.  1203; 
July  1933,  p.  266)  it  seems  that  a  sales  tax  was  introduced  in  this  country 
some  time  in  1933. 

21  Ibid.,  Sept.   1933,  p.  746. 
^- Ibid.,  Dec.  1933,  p.  1617. 

23  Details  are  not  at  hand  as  this  is  written. 

24  Unless  the  light  stamp  tax  on  packaged  articles  be  considered  a  sales 
tax. 
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consequent  upon  its  attempt  to  pass  the  tax  along.  A  third  con- 
dition is  that  the  passing  on  or  shifting  of  the  tax  be  concealed  so 
that  those  who  buy  from  or  sell  to  the  taxed  firm  will  not  be  sharply- 
aware  of  the  tax  load  they  are  being  asked  to  carry  indirectly. 

Experience  with  the  state  sales  taxes  of  this  country  offers  some 
basis  upon  which  to  judge  the  painlessness  of  the  tax. 

The  evidence  is  fairly  strong  that  under  a  temporary  tax,  at  a 
low  rate,  large  numbers  of  the  smaller  retailers  pass  on  little  of  the 
tax,  either  openly  or  hidden  in  prices.  The  economic  pressure  is 
not  sufficient  to  induce  them  to  run  the  risk  of  offending  their  cus- 
tomers, yet  it  is  doubtless  heavy  enough  to  cause,  if  not  pain,  at 
least  a  certain  degree  of  inflammation  and  swelling,  particularly  of 
the  vocal  cords.  The  recently-expired  New  York  State  tax  fur- 
nishes an  illustration.  Interviews  with  about  20  per  cent  of  retailers 
in  most  lines  of  business  brought  answers  that  indicated  that  of  all 
taxable  retailers,  only  one-fourth  were  passing  on  the  tax,  either 
openly  or  concealed.  The  rate  of  tax  was  low — 1  per  cent — and 
an  exemption  which  ranged  from  $5,000  to  zero  made  the  true  rate 
on  total  sales  much  less  than  1  per  cent  for  a  large  number  of  the 
taxable  retailers.  Sales  of  certain  food  products  were  also  exempt. 
Analysis  of  answers  gathered  in  the  interviews  indicates  that  for 
the  most  part  the  high  percentage  of  firms  reporting  no  shifting 
(roughly  75  per  cent)  was  traceable  to  small  concerns  who  benefited 
greatly  by  the  general  exemption  provision,  and  to  firms  whose 
sales  in  large  part  were  of  exempt  products.  For  instance,  of  the 
entire  group  of  retail  stores  whose  annual  sales  were  reported  to  be 
below  $10,000,  only  10  per  cent  reported  shifting  part  or  all  of  the 
tax,  whereas  of  the  stores  selling  over  $50,000  a  year,  almost  half 
reported  shifting  part  or  all  of  the  tax.  In  Michigan,  where  the 
rate  is  3  per  cent,  more  than  nine-tenths 'of  the  retailers  interviewed 
said  they  were  passing  on  the  tax  in  whole  or  in  part,  although  here 
again  the  relative  number  of  firms  reporting  shifting  increased 
steadily  as  the  size  of  the  firm  increased.-^  The  tentative  conclusion 
seems  to  be  twofold:  (a)  too  low  a  tax  rate,  especially  if  the  tax  is 
temporary,  results  in  a  very  evident  burden  resting  on  the  imme- 
diate taxpayer,  the  business  man;  (b)  under  any  tax  rate,  failure 
to  shift  the  tax  is  most  noticeable  among  the  smaller  retailers,  who 
may  not  be  well  organized  for  political  action  but  who  at  least  have 
one  vote  apiece. 

The  second  condition  necessary  for  "  painlessness  "  is  that  most 
of  the  tax  revenue  come  from  relatively  few,  large  taxpayers  who 
are  able  to  shift  the  tax.  From  a  political  point  of  view  the  state 
may  then  decide  to  exempt  from  the  tax  the  numerous  small  busi- 
ness firms,  if  their  complaints  become  too  strong,  without  sacrificing 

25  R.  M.  Haig  and  Carl  Shoup,  The  Sales  Tax  in  the  American  States, 
Columbia  University  Press,  New  York,  1934,  pp.  64-65,  75,  368. 
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much  revenue.  In  other  words,  a  high  degree  of  concentration  of 
business  in  the  hands  of  a  few  firms  probably  assists  in  administer- 
ing the  chloroform.  For  state  sales  taxes  it  is  essential  that  this 
concentration  exist  at  the  retail  stage  of  business.  Largely  owing 
to  the  mobility  of  manufacturers  and  wholesalers,  and  to  the  in- 
hibitions imposed  by  the  interstate  commerce  clause,  the  bulk  of  the 
revenue  from  state  sales  taxes  must  come  from  retailers.  xA.bout  88 
per  cent  of  the  Illinois  tax  and  92  per  cent  of  the  ]Michigan  tax  is 
paid  by  retailers,  and  even  in  Indiana  and  South  Dakota,  where  the 
tax  applies  to  gross  income  generally,  including  salaries  and  wages, 
retailers  are  supplying  46  and  39  per  cent,  respectively,  of  the  total 
tax  revenue.-** 

That  a  high  degree  of  concentration  exists  in  retail  trade  is  evi- 
dent from  data  compiled  by  the  Census  of  Distribution,  showing 
that  in  1929  25  per  cent  of  the  number  of  retail  stores  accounted  for 
77  per  cent  of  the  total  sales  (1.8  per  cent  accounted  for  31.5  per 
cent  of  total  sales ).-■■ 

The  current  tax  returns  under  several  of  the  state  sales  taxes  give 
some  evidence  to  support  the  census  data.  Unfortunately,  little  has 
been  done  in  compiling  sales  tax  data  on  the  basis  of  income  groups. 
Tabulations  made  by  Indiana,  however,  furnish  some  material  of 
value  with  respect  t6  this  matter,  as  they  split  the  returns  and  tax 
paid  into  occupational  groups.  Twelve  lines  of  retail  business,-* 
where,  for  the  1  per  cent  tax,  the  average  per  return  was  well  above 
the  average  for  the  retail  group  as  a  whole,  contained  only  12  per 
cent  of  the  total  number  of  retail  taxpayers,  but  supplied  Z2  per  cent 
of  the  total  retail  1  per  cent  tax  revenue.-^ 

The  third  requisite  of  importance  to  the  legislator  who  desires 
painlessness  is  that  the  tax,  insofar  as  it  is  shifted  to  consumers, 
should  be  hidden  in  the  price.  This  seems  to  occur  under  a  rate  of 
2  per  cent  or  less,  particularly  when,  as  in  Illinois,  the  tax  authori- 
ties have  discouraged  the  practice  of  stating  the  tax  separately.^° 

-'^  Data  furnished  by  state  tax  officials.  The  Illinois  data  cover  collec- 
tions for  nine  months  (Oct.  1933-Jiine  1934)  ;  Indiana,  two  and  two-thirds 
quarters  (May  1933-Dec.  1933)  ;  Michigan,  eleven  months  (Aug.  1933-June 
1934);  South  Dakota,  nearly  twelve  months   (Aug.  i,  1933-July  11,   1934). 

-"  U .  S.  Census  of  Distribution,  Retail,  1929,  Tables  4A  and  4B. 

-**  Listed  as:  men's  and  boys'  clothing  stores,  women's  apparel  and  acces- 
sory stores,  shoe  stores,  department  stores,  dry  goods  stores,  five  to  twenty 
cent  stores,  other  variety  and  fifty  to  one  dollar  stores,  other  general  mer- 
chandise stores,  motor  vehicle  dealers,  furniture  and  house  furnishings 
stores,  lumber  and  building  materials,  and  amusement  places. 

-"•'  These  ratios  may  be  slightly  incorrect  for  the  purpose  at  hand,  as  the 
data  do  not  show  how  many  of  the  taxpayers  in  the  total  retail  group  and 
in  each  retail  group  paid  tax  only  at  the  ]/\  of  i  per  cent  rate.  The  num- 
ber is  presumably  negligible  and  perhaps  zero. 

■'■^  Haig  and  Shoup,  op.  cit.,  pp.  71-72,  430-438. 
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On  the  other  hand,  where  the  rate  reaches  2>2  or  3  per  cent,  and 
especially  where  the  taxpayer  is  encouraged  or  compelled  to  state 
the  tax  separately  (California  and  North  Carolina),  the  ultimate 
consumer  is  day  by  day  reminded  of  the  existence  of  the  tax. 
Whether  retailers  will  continue  to  charge  the  tax  as  a  separate  item 
if  governmental  prompting  is  not  an  important  factor,  is  an  inter- 
esting question  which  may  be  answered  by  IMichigan's  experiment. 
My  impression  has  been  that,  left  to  themselves,  retailers  would 
hide  the  tax  in  the  price  after  a  few  months'  trial  at  cooperative 
action  in  separate  charging,  but  scattered  information  recently  re- 
ceived from  iNIichigan  may  make  it  necessary  to  change  this  opinion. 
Experience  in  that  state,  and,  to  a  lesser  degree,  in  California,  seems 
to  be  giving  a  strong  indication  that,  unless  the  government  actively 
opposes  separate  charging,  this  practice  will  be  the  rule,  in  this 
country,  under  a  rate  of  2Y2  or  3  per  cent  or  higher. 

To  summarize  the  above  remarks  concerning  the  painlessness  of 
the  sales  tax :  shifting  of  the  tax,  concentration  of  retail  trade  in 
large  stores,  and  the  absence  of  separate  chai-ging  are  all  prerequi- 
sites to  a  condition  of  tax  coma.  While  the  retail  sales  tax  is  not 
guaranteed  to  produce  this  result  under  all  circumstances,  it  prob- 
alily  does  so  in  the  majority  of  the  states  in  which  it  is  now  oper- 
ative. Insofar  as  it  does,  it  may  be  a  practicable  political  instru- 
ment from  a  short-term  viewpoint,  but  it  shares  with  all  other  forms 
of  hidden  taxation  the  danger  of  inviting  wasteful  expenditure  and 
in  other  ways  deadening  the  sense  of  citizenship. 

Another  reason  for  the  popularity  of  the  sales  tax  as  a  crisis 
measure  is  that  to  a  considerable  extent  it  is  linked  with  the  neces- 
sities of  life  (unless  extensive  exemptions  are  granted),  and  the 
legislator  therefore  feels  that  the  tax  base  will  not  drop  alarmingly, 
at  least  ovcj-  a  short  period  of  time.  Statistics  recently  compiled  by 
some  of  the  sales-taxing  states  illustrate  this  point.  Of  the  tax 
collected  from  retailers  at  the  retail  rate,  Indiana  has  received 
about  30  per  cent  from  the  stores  listed  in  the  food  group;  ^^  Illi- 
nois, 24  per  cent;  ^-  Michigan,  28  per  cent;  ^^  and  Missouri,  27  per 
cent.--'*  It  must  not  be  supposed,  however,  that  the  sales  tax  is 
immune  from  tlie  major  swings  of  the  business  cycle.  The  dollar 
volume  of  retail  sales  dropped  nearly  50  per  cent  from  1929  to  1933, 
according  to  the  Census  of  Distribution  taken  by  the  federal  gov- 
ernment. The  yield  of  West  Virginia's  sales  tax,  without  changes 
in  rates  or  scope  of  tax,  declined  from  a  peak  of  $4.1  million  in  the 
fiscal  year  ending  in  1927  to  $1.6  million  in  1933  (that  part  of  the 

-1  >ray  I,  1933 -Dec.  31,  I933- 

3-  As  shown  by  data  for  one  month,  May  1934. 

33  August  1933 -June  1934- 

3^  On  June  returns.  "  Food  Group  "  taken  as  percentaj^e  of  total  of 
eight  groups :  food,  apparel,  jj;eneral  merchandise,  automotive,  furniture, 
lumber,  etc.,  admissions,  and  miscellaneous. 
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yield  attributable  to  retail  sales  dropped  from  $580,000  to  $243,000 
in  the  same  period — a  decline  of  58  per  cent)."^  Hence  the  "  sta- 
bilit)'  "  of  the  sales  tax  is  only  relative  —  the  tax  is  much  more 
stable,  for  instance,  than  the  federal  income  tax  as  imposed  under 
the  Revenue  Act  of  1928,  but  far  less  stable  than  the  federal  to- 
bacco tax. 

The  sales  tax  has  doubtless  appealed  to  man}  governments  as  an 
emergency  measure  because  it  can  begin  to  supply  revenue  within 
a  short  time  after  the  passage  of  the  law.  IMost  of  the  state  sales 
taxes  are  collected  on  a  monthly  basis ;  the  remainder,  once  every 
three  months.  The  income  tax  and  the  property  tax  seem  slow- 
moving  in  comparison,  and  the  estate  and  inheritance  taxes  are 
characterized  by  an  even  greater  lag  between  enactment  and  collec- 
tion. It  is  not  difficult  to  understand  why  the  sales  tax  can  be  set 
in  operation  at  once;  there  are  few  adjustments  needed  for  deduc- 
tions, and  the  difficulties  which  the  honest  taxpayer  encounters  in 
attempting  to  comply  with  the  law  are  usually  not  of  the  kind 
which  are  enhanced  by  the  splitting  of  one  long  taxable  period  into 
several  short  ones — in  contrast,  for  instance,  to  the  treatment  of 
depreciation  and  certain  other  deductible  items  under  the  income 
tax.  Indeed,  it  is  conceivable  that  the  sales  tax  could  be  collected 
on  a  weekly  basis  in  times  of  grave  crisis.  However,  there  has  been 
a  striking  reluctance  to  explore  the  possibilities  of  making  the  in- 
come, propert}^  and  estate  and  inheritance  taxes  quickly  responsive 
to  rate  changes.  With  certain  adjustments,  this  should  be  possible; 
the  main  difficulty  is,  more  thought  would  have  to  be  devoted  to  the 
drafting  of  monthly  return  requirements  under  these  taxes  than  under 
the  sales  tax,  and  the  opportunity  and  desire  for  thought  are  often 
lacking  in  an  emergency.  The  question  is  not  one  of  retroactivity ; 
the  sales  tax,  like  the  other  taxes,  ordinarily  waits  for  its  base  to 
develop  after  the  passage  of  the  law. 

Finally,  the  sales  tax  has  an  appeal  which  is  strong,  but  decep- 
tive, in  that  it  appears  to  reach  some  "  new  source."  In  fact,  of 
course,  it  uncovers  no  new  taxpayers,  directly  or  indirectly.  The 
unemployed  person  on  cash  relief  rolls,  who  hands  over  his  sales 
tax  pennies  to  the  storekeepers,  has  probably  been  paying  a  tax 
through  the  indirect  repercussions  upon  him  of  some  parts  of  the 
property  levy.  It  seems  safe  to  say  that  even  in  states  without  the 
sales  tax  there  is  no  person  who  does  not  feel,  directly  or  indirectly, 
the  burden  of  the  state  and  local  tax  system. ^"^  We  are  too  accus- 
tomed, however,  to  speak  of  the  several  taxes  as  if  they  were  living 
things  which  could  feel  and  hence  suffer;  a  tax  is  often  said  to  be 
■'  overburdened,"  or  to  be  at  so  high  a  level  that  it  cannot  '"  bear  " 
a  rate  increase.    Hence  the  appeal  of  a  "  new  source." 

^5  Haig  and  Shou]),  op.  cit.,  p.  224. 

36  This  is  not  to  say  that  the  net  effect  of  governmental  activities  is  a 
burden  on  everyone.  The  statement  above  considers  only  the  government's 
revenues,  not  its  expenditures. 
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In  summary,  there  are  certain  attributes  of  the  sales  tax  which 
have  made  it  attractive  to  many  legislators  and  executives  in  a 
period  of  economic  crisis — "  painlessness,"  relative  stability,  speed 
of  collection,  and  the  specious  appearance  of  developing  a  "'  new 
source."  These  are  not  the  only  reasons — particularly  in  foreign 
countries  the  continually  rising  price  level  resulting  from  drastic 
inflation  has  been  an  influential  factor — but  they  serve  in  large  part 
to  explain  the  rapidity  with  which  the  sales  tax  spread  in  the  states 
of  the  United  States,  especially  in  1932. 

A  further  analysis  of  the  tax  would  indicate  several  ways  in 
which  it  may  be  considered  undesirable  even  in  an  emergency,  and 
it  is  my  opinion  that  the  unfavorable  aspects  outweigh,  in  general, 
the  favorable  ones.  However,  these  other  considerations  may  be 
omitted  at  the  moment,  as  the  purpose  of  the  present  paper  has  been 
to  attempt  to  ascertain  the  factors  which  have  in  fact  made  the  sales 
tax  so  prominent  in  recent  years  as  an  emergency  source  of  revenue 
both  in  this  country  and  abroad. 

Chairman  A.  E.  Holcomb  :  I  ani  asked  to  announce  that  dele- 
gates from  states  having  any  form  of  sales  tax  or  gross  income  tax 
are  requested  to  get  together  in  the  hall  for  a  few  minutes,  imme- 
diately after  the  close  of  this  session. 

I  am  going  to  relieve  you  gentlemen  from  the  infliction  of  my 
service  here.  I  had  intended  to  do  the  usual  thing  and  ask  for  help, 
and  am  pleased  to  find  among  our  number  a  man  eminently  qualified 
to  "carry  on  the  discussion  of  this  particular  subject.  The  Secretary 
of  Revenue  of  the  state  of  Pennsylvania  has  had  abundant  oppor- 
tunity to  visualize  this  thing,  and  he  is  in  a  sense  a  free  lance. 
He  had  a  temporary  sales  tax,  so  that  he  knows  all  of  the  difficul- 
ties and  pleasures  of  collecting  a  sales  tax ;  and  he  has  kindly  con- 
sented to  stay  with  you  during  the  discussion  that  is  to  follow  the 
papers  on  this  subject.  I  think  we  should  postpone  discussion  until 
the  close  of  this  series  of  papers,  because  they  all  bear  on  the  same 
thing,  and  we  won't  discuss  each  paper,  as  we  did  this  morning. 
We  will  wait  until  the  close  of  the  papers  on  the  general  subject 
of  sales  tax  before  we  discuss  that  subject.     That  is  our  desire. 

jMelven  Cornish  (Oklahoma)  :  Mr.  Chairman,  a  matter  I  have 
in  mind  has  no  relation  whatever  to  discussion  of  the  paper  that 
has  been  presented.  Oklahoma  is  particularly  interested  in  two 
matters,  bank  taxation  and  the  taxation  of  interstate  commerce  by 
the  states.     Is  Senator  Sullivan  present — of  Minnesota? 

George  H.  Sulliv.\n  (Minnesota)  :  Yes. 

JMelven  Cornish  :  What  did  you  say  as  to  when  the  matter  of 
bank  taxation  will  be  considered  in  your  committee  ? 

George  H.  Sullivan  (Minnesota)  :  This  afternoon  after  the 
close  of  this  session,  in  Parlor  C.  I  am  glad  Oklahoma  is  going 
to  be  there. 
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Melven  Corxish  :  Oklahoma  will  be  there;  you  may  rest  as- 
sured of  that. 

George  H.  Sullivan  (Mimiesota)  :  I  don't  know  of  any  state 
that  has  been  so  far  behind  on  bank  taxation  as  Oklahoma. 

Melvex  Corxish:  I  would  not  admit  that,  but  you  may  be  as- 
sured that  Oklahoma  will  be  there.  Xow,  in  the  matter  of  taxation 
of  interstate  commerce  within  the  states,  of  which  Mr.  Henry  H. 
Bond  of  the  District  of  Columbia  is  chairman  of  the  committee, 
when  will  that  subject  be  considered? 

Chairman  A.  E.  Holcomb:  Air.  Bond  is  here.  When  will  you 
consider  that  subject,  Mr.  Bond? 

Hexry  H.  Boxd  (District  of  Columbia)  :  I  think  that  is  cov- 
ered by  Professor  Lowndes'  paper,  which  is  the  first  thing  on  the 
evening  session. 

Chairman  A.  E.  Holcomb  :  As  I  said,  the  Secretary  of  Revenue 
of  the  great  state  of  Pennsylvania  has  kindly  consented  to  help  me 
out,  and  I  therefore  introduce  Mr.  L.  D.  Metzger  of  Pennsylvania. 

L.  D.  Metzger  (Pennsylvania)  presiding. 

Chairman  L.  D.  Metzger:  Mr.  President,  Ladies  and  Gentle- 
men, I  had  my  say  last  year  at  Phoenix,  on  the  sales  tax,  so  I  will 
not  burden  you  with  any  more  of  my  own  opinions.  It  is  true  we 
had  a  temporary  sales  tax  in  Pennsylvania.  We  have  not  had  it 
since  February,  1933.  It  lasted  for  only  six  months.  We  got  some 
experience  with  that  sales  tax,  but  we  did  not  learn  all  the  answers. 
I  heard  some  people  today  in  discussion  in  the  hall  saying  they 
wished  that  in  these  seven-minute  discussions  some  of  the  people 
who  get  up  for  discussion  would  be  from  states  that  have  solved 
their  problems  and  could  tell  us  just  how  they  did  it;  that  they 
hear  a  great  deal  of  the  grief  but  would  like  to  have  some  of  the 
answers.  Now,  in  the  discussions  this  afternoon,  if  there  are  states 
here  who  are  not  in  any  financial  difficulty  at  all,  I  hope  their  repre- 
sentatives will  participate  freely.  I  do  not  suppose  that  anyone 
likes  to  get  up  and  advertise  the  difficulties  his  state  has  been  hav- 
ing. Pennsylvania  certainly  has  always  had  a  sound  financial  posi- 
tion, but  unemployment  relief  disturbs  all  of  us.  If  we  stand  in 
Pennsylvania  for  unemployment  relief  at  the  rate  we  are  expected 
to,  we  will  probably  need  $60,000,000  next  year  for  that,  and  cer- 
tainly it  cannot  come  out  of  current  revenue.  We  have  no  income 
tax,  and  we  have  no  sales  tax;  and  I  am  not  going  to  prophesy 
what  we  shall  have. 

It  was  felt  by  your  president  that  it  might  be  better  this  after- 
noon to  hear  all  three  papers  before  we  indulge  in  discussion.  I 
don't  know  personally  all  of  the  gentlemen  who  are  on  the  program. 
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Since  the  subject  of  all  three  papers  is  exactly  the  same,  unless  we 
hear  some  objections  from  the  floor,  we  will  proceed  with  the  next 
paper  and  carry  out  that  plan.  The  next  paper  is  to  be  presented 
by  Dr.  Alfred  G.  Buehler,  of  the  University  of  Vermont,  and  the 
subject  is  "  Sales  Taxes  as  a  Normal  State  Revenue  " — Dr.  Buehler. 

Alfred  G.  Buehler  (X'ermont)  :  Ladies  and  Gentlemen,  one  of 
the  most  amazing  developments  in  the  financial  field  in  the  last  few 
years  has  been  the  rapid  spread  of  the  tax  we  call  the  general  sales 
tax.  In  the  time  allotted  to  me,  I  hope  to  discuss  this  tax  objec- 
tively as  a  state  revenue,  admitting  both  its  advantages  and  disad- 
vantages. In  order  to  get  such  of  my  subject  as  possible  into  this 
brief  time,  I  am  going  to  stick  pretty  close  to  my  paper. 

THE  GENERAL  Sx\LES  TAX  AS  A 
NORMAL  STATE  REVENUE 

ALFRED  G.   BUEHLER 

One  of  the  most  amazing  phenomena  in  recent  years  has  been 
the  rapid  spread  of  the  general  sales  tax  into  many  nations.  It  is 
proposed  here  to  examine  this  tax  objectively  as  a  state  revenue, 
freely  admitting  both  its  advantages  and  disadvantages.  The  gen- 
eral sales  tax,  as  the  world  knows  it  today,  and  particularly  in  the 
L'nited  States,  is  a  very  young  tax  concerning  which  final  conclu- 
sions cannot  yet  be  drawn.  But  it  has  shown  a  surprising  vitality, 
has  proved  its  productivity  and  practicability  under  various  con- 
ditions, is  becoming  even  more  widely  used,  and  may  become  a 
permanent  feature  in  many  state  tax  systems.  It  has  withstood  the 
onslaughts  of  criticism  by  economists  and  the  opposition  of  various 
groups  and  classes.  Of  the  several  varieties  of  general  sales  taxa- 
tion, that  upon  retail  sales  has  proved  especially  attractive  to  the 
states. 

The  Tendency  to  Become  .\  Normal  Revenue 

Although  the  general  sales  tax  has  usually  been  adopted  as  an 
emergency  revenue,  it  is  tending  to  become  a  normal  revenue  in 
many  foreign  countries  and  in  some  of  the  states.  Once  adopted, 
it  is  seldom  repealed  because  of  the  dependence  upon  the  revenue  it 
supplies.  Its  tendency  to  become  a  normal  state  revenue  may  be 
explained  with  reference  to  several  factors.  State  expenditures  have 
increased  in  recent  years  in  spite  of  drastic  retrenchment  along 
certain  lines.  A  late  Census  Bureau  report  shows  that  the  states 
spent  over  two  and  a  half  billion  dollars  in  1932.  If  the  states 
had  been  able  or  willing  to  cut  total  expenditures  substantially  after 
1929,  the  general  sales  tax  would  not  have  been  introduced,  but 
demands  for  maintaining  public  education,  social  relief,  and  other 
services   compelled   continued  heavy   spending.      Instead   of   falling, 
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aggregate  state  expenditures  have  continued  to  rise  since  1929.  It 
is  perhaps  true  that  the  states  adopting  general  sales  taxes  might 
have  obtained  equivalent  revenues  from  other  sources,  but  it  is  a 
fact  that  a  large  number  of  states  have  recently  flocked  to  this  new 
revenue. 

Other  factors  are  also  of  importance  in  the  spread  of  general 
sales  taxation.  Property  taxation  has  continued  to  disintegrate  and 
its  burdens  upon  real  estate  have  been  bitterly  assailed.  The  ten- 
dency now  is  to  limit  rather  than  increase  property  taxation,  al- 
though property  taxes  are  still  the  most  important  American 
revenue.  The  uniformity  clauses  of  some  state  constitutions  have 
prevented  the  adoption  of  net  income  and  classified  property  taxes. 
Heavy  federal  income  taxation,  reaching  a  rate  of  63  per  cent  on 
the  top  bracket  of  personal  income  and  a  rate  of  13^  per  cent  on 
corporation  income  in  the  1934  law,  as  well  as  the  unprecedented 
federal  taxation  of  estates,  at  a  maximum  present  rate  of  60  per  cent, 
are  powerful  deterrents  to  higher  state  income  and  inheritance  taxa- 
tion and  the  adoption  of  new  income  taxes. 

Expansion  of  the  state  gasoline  taxes  has  been  discouraged  by 
well  organized  resistance  to  higher  rates,  the  present  existence  of 
fairly  steep  rates,  and  federal  entry  into  this  field.  Beer  and  liquors 
will  yield  increasing  revenues  in  many  states,  but  this  resource 
cannot  be  developed  overnight,  nor  can  the  states,  in  fixing  their 
rates,  ignore  federal  taxation  of  alcoholic  beverages  or  the  stronger 
tendency  to  evasion  as  rates  increase.  At  a  time  when  state  expen- 
ditures are  increasing  and  existing  taxes  are  hard  to  collect,  the 
states  are  eagerly  seizing  upon  the  general  sales  tax  as  a  new  and 
important  revenue. 

Many  persons  have  assumed  that  because  the  general  sales  tax  is 
born  of  necessity  it  will  exist  only  for  a  short  time  and  will  be 
abandoned  with  the  passing  of  present  emergencies,  but  every  tax 
is  the  child  of  necessity,  for  no  tax  is  ever  welcomed  by  the  tax- 
payers. Income  and.  inheritance  taxes  were  not  adopted  by  gov- 
ernments simply  because  of  their  supposedly  equitable  burdens,  but 
primarily  because  governments  needed  more  revenues  and  found  it 
expedient  to  levy  them.  State  property,  income,  inheritance,  license, 
and  sales  taxes  have  been  inaugurated  because  they  were  seemingly 
necessary.  The  states  will  not  relinciuish  their  general  sales  taxes 
merely  because  they  were  introduced  to  meet  an  emergency,  any 
more  than  they  will  abandon  property,  income,  license,  or  selected 
sales  taxes  initiated  at  a  time  of  emergency. 

The  conditions  follov.'ing  the  World  War,  which  were  at  first 
regarded  as  abnormal,  appear  more  normal  day  by  day.  The  hard 
times  of  depression,  at  first  looked  upon  as  extraordinary  and  of 
short  duration,  have,  extended  over  a  number  of  years.  The  thriv- 
ing theory  of  collective  action,  which  has  been  at  work  during  the 
last  century   in   the  expansion  of  government   functions  and  their 
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costs,  shows  no  signs  of  abatement.  The  burdens  of  unemployment 
and  social  relief,  appearing  first  as  abnormal  problems,  promise  to 
remain  after  business  recovery.  The  accumulation  of  state  debt, 
amounting  to  $2,374  million  in  1932,  calls  for  large  outlays  to  meet 
debt  charges.  It  seems  probable  that  state  and  other  government 
expenditures  will  remain  indefinitely  at  a  relatively  high  level,  so 
that  revenue  needs  will  not  diminish  in  the  near  future. 

Future  depressions  may  not  be  as  prolonged  or  as  severe  as  the 
one  whose  effects  are  still  malingering  over  the  land,  but  depressions 
are  a  recurring  phenomenon  which  may  prevent  the  states  from 
abandoning  their  general  sales  taxes  after  present  needs  are  met 
because  of  the  new  expenditures  required  during  subsequent  depres- 
sions. Expenditures  and  taxes  have  also  tended  to  rise  during  pros- 
perity in  the  past  and  may  continue  to  do  so  in  the  future.  The 
conditions  creating  a  need  for  the  revenue  supplied  by  general  sales 
taxes  may  disappear,  but  other  conditions  will  probably  arise  to 
prevent  the  lapse  of  these  taxes  once  they  are  enacted,  because  the 
fundamental  trend  appears  to  be  continued  huge  expenditures. 

A  further  reason  for  assuming  that  the  general  sales  tax  will 
probably  remain  as  a  permanent  state  revenue  is  that  new  revenues 
of  importance  developed  in  the  past  have  seldom  been  discontinud 
in  spite  of  their  complications  and  weaknesses.  A  new  tax  soon 
becomes  an  old  tax  and  persists  as  an  institution.  The  general 
property  tax  has  suffered  abuse  for  decades,  but  it  still  remains  as 
a  major  American  tax.  It  may  experience  a  declining  importance 
and  much  needed  remodeling,  but  it  shows  signs  of  persisting  in- 
definitely. The  states,  like  other  governments,  are  always  more  or 
less  hard  pressed  for  revenues.  A  new  tax  is  an  unusual  and  im- 
portant discovery.  Once  it  has  lived  through  its  early  experimental 
stage  it  tends  to  remain  in  spite  of  objections  and  obstacles.  The 
long-run  trend  toward  increasing  expenditures  calls  for  the  con- 
tinual development  of  new  revenues.  Hence  it  will  not  be  easy  to 
discard  productive  general  sales  taxes. 

If  American  taxes  were  purely  rational,  they  might  all  be  admin- 
istered by  the  federal  government.  The  nation  might  even  go  so 
far  as  to  rely  exclusively  upon  a  single  system  of  personal  income 
taxes  adjusted  to  ability  to  pay  according  to  the  most  modern 
standards,  with  complete  exemption  of  a  minimum  of  subsistence 
and  the  proper  scale  of  progressive  rates.  But  governments  still 
require  diversified  revenues  and  no  single  tax  is  adequate.  Tax 
systems  are  not  founded  upon  any  one  principle;  they  include  both 
logical  and  illogical  revenues ;  they  are  the  outgrowth  of  evolution 
rather  than  the  product  of  purely  rational  action.  The  major  prin- 
ciple in  actual  taxation  is  fiscal  expediency,  or  taxing  as  circum- 
stances seem  to  warrant,  rather  than  ability  to  pay  or  benefits. 
The  general  sales  tax  may  not,  as  a  tax  of  expediency,  be  an  ideal 
revenue,  but  it  compares  favorably  with  certain  other  revenues  em- 
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ployed  h}^  the  states.  We  may  examine  the  general  sales  tax  more 
concretely  by  raising  three  specific  questions.  Is  it  productive? 
Is  it  practicable?     Is  it  equitable? 

The  Productivity  of  the  General  Sales  Tax 
As  many  writers  have  stated,  the  paramount  consideration  in 
taxation,  from  the  standpoint  of  governments,  is  adequate  produc- 
tivity. The  yield  of  the  general  sales  tax  abroad  and  among  the 
states  has  generally  been  quite  satisfactory.  Some  of  the  state 
taxes  have  provided  less  revenue  than  anticipated,  others  more.  It 
is  seldom  possible  to  forecast  exactly  what  the  yield  of  a  tax  will 
be,  especially  that  of  a  new  tax.  The  New  York  1  per  cent  retail 
sales  tax  provided  $23,155,790  in  the  fiscal  year  1933-1934,  or  about 
9  per  cent  of  the  total  general  funds  received  by  the  state.  The 
1  per  cent  retail  sales  tax  of  Pennsylvania,  imposed  for  only  six 
months,  returned  over  $9,000,000.  The  yield  of  the  3  per  cent 
retail  tax  in  Michigan  in  the  fiscal  year  1933-1934  was  nearly 
$35,000,000.  The  Mississippi  sales  tax  provided  nearly  $4,000,000 
in  the  fiscal  year  1932-1933,  or  18.8  per  cent  of  the  state  reveniies. 
A  recent  survey  of  general  sales  taxes  in  14  states  by  Dr.  Heer 
indicates  that  these  taxes  may  have  a  total  annual  yield  of  nearly 
$181,000,000  on  the  basis  of  their  average  monthly  yields.  The 
California  tax  v.'as  estimated  to  return  about  $48,000,000  a  year.^ 

In  their  recent  survey  of  state  sales  taxation  Professors  Haig 
and  Shoup  found  the  average  tax  was  usually  under  $100  for  each 
return,  but  the  amount  varied  from  state  to  state.-  A  survey  of 
general  sales  tax  collections  late  in  1933  in  18  states  by  the  Amer- 
ican Legislators'  Associa.tion  showed  that  on  the  average  the  gen- 
eral sales  tax  was  providing  17.3  per  cent  of  total  state  taxes,  but 
this  ratio  ranged  from  0.4  per  cent  in  Kentucky  to  60.7  per  cent  in 
South  Dakota.  In  a  third  of  the  states  the  tax  provided  over  one- 
fourth  of  the  total  state  taxes.  The  same  survey  showed  that  the 
general  sales  tax  was  a  minor  but  usually  an  important  revenue  as 
compared  with  total  state  and  local  property  taxation.  On  an  aver- 
age, the  sales  tax  provided  5.6  per  cent  of  the  yield  of  state  and 
local  property  taxes,  but  the  ratio  ranged  from  0.2  per  cent  in 
Kentucky  to  14.9  per  cent  in  California."  Professors  Haig  and 
Shoup  report  that  the  productivity  of  the  general  sales  tax  com- 
pares favorably  with  the  yield  of  the  personal  income  and  death 
taxes,*  that  collection  costs  amount  to  2  or  3  per  cent  of  the  tax 
returns  in  many  cases,  and  range  from  al)out  1  to  4  per  cent.-' 

^  See  American  I.efjislators'  .'V.ssocialion,  bulletin  of  March,  1034,  "  ^lore 
Data  on  Sales  Tax  Revenues,"  by  Dr.  Clarence  Heer. 

2  See  R.  M.  Haig  and  C.  Shoup,  T/ie  Sale's  Tax,  yi.  37;  Columbia  Uni- 
versity Press,  1934. 

2  See  American  Legislators'  Association,  "  Revenue  from  General  Sales 
Taxes,"  by  Joseph  C.  Riddle,  1933,  pp.  6-7. 

■*  Ilaig  and  Shoup,  op.  cif.,  pp.  38-39. 

^^  //>id.,  pp.  28-20. 
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The  conclusion  appears  justified  that  in  this  early  experimental 
period  the  general  sales  tax  has  provided  satisfactory  revenues. 
Its  future  fiscal  importance  is  a  matter  of  speculation,  but  the  tax 
will  probably  become  relatively  more  important.  Rate<%  of  taxation 
upon  retail  sales  now  range  between  a  fraction  of  1  per  cent  and 
3  per  cent.  Kentucky  has  joined  Michigan  and  North  Carolina  in 
taxing  retail  sales  at  3  per  cent.  The  practicable  rate  limit  is  still 
uncertain.  As  rates  increase,  evasion  and  avoidance  are  stimulated, 
interstate  complications  appear  more  serious,  and  harsh  effects  are 
accentuated,  but  revenue  needs  may  force  rate  increases.  A  retail 
tax  of  5  per  cent  might  prove  practicable  under  favorable  con- 
ditions, but  experimentation  is  necessary  to  demonstrate  results. 
It  should  be  noted  that  the  American  income  and  inheritance  tax 
rates  are  now  far  higher  than  was  considered  practicable  twenty 
years  ago. 

The  Gener.\l  Sales  Tax  is  Practicable 

The  productivity  of  the  general  sales  tax  at  a  reasonable  cost 
implies  that  it  is  practicable.  The  most  perplexing  administrative 
problem  is  that  of  satisfactorily  defining  taxable  transactions.  This 
involves  complicated  legal  and  economic  considerations.  What  is 
tangible  personal  property?  What  is  a  sale  at  retail?  Which 
transactions  should  be  taxed  and  which  should  be  exempt  ?  These 
and  other  serious  problems  must  be  faced.  Taxes  at  different  rates 
on  different  classes  of  business  provoke  difficult  problems  of  defi- 
nition, but  a  tax  confined  to  retail  sales  avoids  many  of  these  com- 
plications. The  administration  of  the  retail  tax  may  be  further 
facilitated  by  taxing  only  consumers'  goods  and  services  instead  of 
trying  to. reach  wholesaling  and  manufacturing  by  questionable  in- 
terpretations of  .a  retail  sale. 

The  problems  arising  from  interstate  transactions  cannot  be  met 
with  entire  satisfaction,  mainly  because  of  constitutional  and  legal 
limitations.  Confining  the  tax  to  sales  at  retail  causes  concerns  in 
outside  states  selling  through  local  retail  outlets  to  feel  the  effects 
of  the  tax  along  with  local  concerns,  while  concerns  exporting  from 
a  given  state  for  sale  in  retail  outlets  in  another  state  are  subject 
to  the  same  sales  tax  in  that  state  as  are  home  concerns.  The 
declining  relative  importance  of  mail-order  selling,  the  tendency  of 
consumers  to  shop  nearby  rather  than  at  a  distance,  and  the  spread 
of  general  sales  taxation  into  contiguous  states  lessen  the  inequali- 
ties arising  from  the  inability  of  a  state  to  tax  interstate  trans- 
actions directly.  Extending  retail  sales  taxes,  however,  to  pur- 
chases of  materials  and  supplies  by  contractors  and  purchases  of 
other  vendors  introduces  complications  which  tend  to  defeat  the  tax. 

Problems  arising  from  interstate  business  transactions  are  not 
peculiar  to  the  general  sales  tax,  for  they  accompany  selected  sales 
taxes  as  well.     Inheritance,  income,  and  property  taxes  are  not  free 
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from  such  complications  either.  The  problems  of  taxing  interstate 
business  may  be  met  eventually  by  obtaining  the  approval  of  Con- 
gress to  tax  interstate  business  or  by  the  federal  collection  of  a 
general  sales  tax  on  a  uniform  national  basis  for  the  benefit  of  the 
states. 

The  legal  complications  of  general  sales  taxation  are  serious  and 
can  be  met  only  after  some  of  the  laws  and  regulations  are  re- 
written to  define  taxable  transactions  more  precisely,  when  the 
impracticable  extension  of  sales  taxes  to  certain  activities  is  stopped, 
and  after  court  decisions  have  established  guiding  precedents.  As 
sales  tax  administrators  become  more  familiar  with  the  tax  they  will 
become  more  adept  in  its  administration.  The  economic  and  legal 
complications  of  the  general  sales  tax  may  frighten  some  states 
from  entering  the  field  and  may  induce  others  to  depart  from  it, 
but  in  spite  of  numerous  difficulties  the  tax  appears  practicable  as  a 
state  revenue.  The  income  tax  is  not  free  from  serious  complica- 
tions, but  many  states  have  adopted  it.  The  general  sales  tax  is 
probably  less  difficult  to  administer  than  the  net  income  tax. 

The  practicability  of  the  general  sales  tax  rests,  finally,  with 
public  opinion.  In  a  democratic  form  of  government  no  tax  can 
be  collected  permanently  unless  the  people  will  accept  it.  A  large 
section  of  the  American  public  has  been  hostile  to  the  general  sales 
tax  from  the  time  it  was  first  debated  in  Congress  in  Civil  War 
da3's.  Anglo-Saxon  resistance  to  general  excises,  however,  has 
largely  broken  down  except  in  Great  Britain,  for  Canada,  Australia, 
Xew  Zealand,  and  many  of  our  states  have  adopted  general  sales 
taxes.  The  most  strenuous  struggle  against  general  sales  taxes  is 
being  made  by  well-organized  groups  of  retailers.  Real  estate  in- 
terests, home  owners,  and  farmers  have  shown  a  preference  in  some 
states  for  the  general  sales  tax  as  a  method  of  relieving  real  estate 
taxation.  School  teachers,  school  officials,  and  others  desiring  edu- 
cational appropriations  have  acquiesced  to  the  general  sales  tax  in 
certain  states  rather  than  sacrifice  educational  expenditures.  In 
some  states  organized  labor  has  effectively  opposed  the  tax,  in 
others  it  has  ofifered  little  resistance.  Consumers  are  an  inarticulate 
group  whose  hostility  to  the  general  sales  tax  has  generally  not 
been  expressed.  It  may  be  expected  that  if  the  state  general  sales 
taxes  survive  a  testing  period  of  several  years,  opposition  will 
weaken  and  the  taxes  will  remain.  Opposition  in  some  states  has 
already  waned. 

Is  THE  General  S.\les  Tax  Equitable? 

One  more  question  remains.  Is  a  general  sales  tax  equitable? 
If  such  a  tax  is  not  shifted  by  sellers,  as  is  frequently  the  case,  it 
is  based  on  sales,  disregards  profits  and  losses,  and  must  be  paid 
out  of  capital,  like  license,  property,  and  selected  sales  taxes,  when 
a  seller  enjoys  no  net  income.     If  a  general   sales  tax  is  paid  by 
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consumers  it  is  regressive  in  its  effects,  pressing  hardest  on  the 
smallest  income  groups.  State  tax  systems  are  now  overloaded 
with  relatively  regressive  property,  sales,  and  license  taxes,  hence  a 
general  sales  tax  cannot  be  urged  as  a  means  of  equalizing  the 
burdens  of  progressive  taxes. 

In  the  light  of  actual,  rather  than  purely  theoretical  conditions, 
however,  the  general  sales  tax  cannot  be  disposed  of  merely  by 
saying  that  it  disregards  ability  to  pay.  No  tax  is  more  grossly 
inequitable  than  the  so-called  general  property  tax,  for  great  in- 
equalities prevail  in  the  assessment  of  adjoining  properties  of  the 
same  nature,  of  different  classes  of  property,  and  of  property  in 
different  localities. 

The  smaller  and  less  valuable  properties  tend  to  be  taxed  rela- 
tively more  heavily  than  the  larger  and  more  valuable  properties ; 
rural  real  estate  is  assessed  more  accurately  than  urban  real  estate 
in  some  localities  while  the'  reverse  occurs  in  others ;  real  estate 
may  be  overtaxed  as  compared  with  personal  property,  especially 
intangibles ;  and  residential  property  is  valued  more  accurately  in 
some  communities  than  business  property  while  the  opposite  occurs 
in  other  communities. 

American  propert}'  taxation  is  far  from  the  ideal  of  ability  to  pay. 
Nor  can  it  be  defended  logically  on  the  benefit  theory,  for  the 
assessed  value  of  property  does  not  measure  the  value  of  services 
enjoyed  from  governments.  The  continued  collection  of  inequitable 
property  taxation  can  be  accounted  for  only  on  the  basis  of  ex- 
pediency. 

The  personal  net  income  tax  might  be  imposed  according  to 
individual  ability,  but  actually  it  is  not.  Scientific  standards  are 
lacking  by  which  to  measure  ability.  The  rates  should  be  progres- 
sive, but  it  is  uncertain  what  the  exact  scale  of  progression  should 
be  to  foincide  with  ability.  Income  tax  rates  and  exemptions  are 
fixed  largely  as  a  matter  of  expediency,  or  with  reference  to  what 
the  traflic  will  bear,  organized  class  resistance,  and  administrative 
considerations.  There  is  no  practicable  way  to  levy  the  corporation 
income  tax  according  to  the  individual  ability  of  each  shareholder. 
Governments  do  not  know  when  they  levy  this  tax  who  the  share- 
holders are  or  what  ability  they  have.  It  may  be  argued  that  cor- 
poration income  taxes  are  justified  on  the  basis  of  the  benefits  the 
corporation  enjoys,  but  here  again  there  is  no  practicable  way  to 
allot  the  tax  among  shareholders  according  to  the  benefits  each  re- 
ceives from  government. 

The  proposal  to  raise  more  revenue  from  the  personal  income 
tax  by  applying  the  tax  to  the  lower  incomes,  as  a  substitute  for 
the  general  sales  tax,  is  open  to  two  objections.  First,  as  the  ex- 
emptions are  lowered,  the  tax  impinges  upon  subsistence,  thereby 
committing  the  same  sin  as  the  general  sales  tax.  Secondly,  heavier 
taxation  of  the  lower  income  groups  is  always  resisted  by  tlie  great 
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mass  of  voters.  Broadening  the  base  of  the  personal  income  tax, 
therefore,  may  be  more  objectionable  to  the  masses  than  the  in- 
direct payment  of  a  general  sales  tax.  Efforts  to  increase  income 
tax  revenues  are  met  by  the  opposition  of  the  upper  and  lower 
income  groups,  neither  of  which  desires  heavier  taxation.  Some 
states,  therefore,  may  find  it  impracticable  to  substitute  a  personal 
income  tax  for  general  sales  taxation  in  view  of  existing  state  and 
federal  income  tax  burdens.  In  lean  years,  when  personal  net  in- 
come is  low,  a  shrinking  tax  base  is  encountered.  In  such  crucial 
periods,  when  government  spending  remains  at  a  high  level,  a  gen- 
eral sales  tax  adds  important  supplementary  revenues  because  it  must 
be  paid  as  long  as  buying  and  selling  continue.  The  general  sales 
tax  has  been  adopted  as  an  emergency  revenue  because  its  produc- 
tivity has  been  considered  more  important  than  its  unequal  burdens, 
because  expediency  has  been  given  greater  weight  than  equity. 

State  death  taxes  also  fail  to  coincide  closely  with  ability  to  pay. 
The  rates  and  exemptions  of  the  share  taxes  vary  with  the  relation- 
ship of  the  heirs  to  the  decedent  and  the  size  of  the  bequest  rather 
than  the  ability  of  the  beneficiary.  The  near  relatives  are  ordi- 
narily more  dependent  upon  the  decedent  than  distant  relatives  and 
strangers,  and  this  serves  as  a  justification  for  their  preferential 
treatment.  In  estate  taxation  only  the  size  of  the  estate  and  not 
the  ability  of  the  heirs  is  considered.  Generally  the  heirs  of  larger 
estates  have  more  ability  than  the  heirs  of  the  smaller,  but  this  is 
not  always  true.  The  rates  and  exemptions  of  both  death  and  in- 
come taxes  are  influenced  by  popular  ideas  of  fairness,  revenue 
needs,  and  expediency  rather  than  by  any  desire  to  approximate 
closely  the  distribution  of  tax  payments  according  to  ability  or 
benefits. 

Selected  sales  and  license  taxes  tend  to  be  shifted  to  unknown 
persons  without  reference  to  their  ability.  Expenditures  for  con- 
sumption are  not  an  accurate  index  of  either  ability  or  benefits 
enjoyed.  An  examination  of  existing  tax  systems  will  reveal  that 
they  are  not  arranged  on  the  basis  of  ability  or  benefits  but  pri- 
marily on  the  basis  of  expediency.  As  compared  with  other  taxes, 
the  general  sales  tax  is  not  as  inequitable  as  it  might  at  first 
appear.  It  does  not  conform  as  closely  with  ability  to  pay  as  the 
personal  net  income  tax  or  wisely-chosen  selected  sales  taxes,  but 
it  is  certainly  not  more  inequital^le  than  existing -property  taxation. 

Hostility  to  a  general  sales  tax  weakens  when  the  proceeds  are 
devoted  to  some  desirable  project  such  as  unemployment  relief,  the 
support  of  education,  or  the  reduction  of  obnoxious  property  taxa- 
tion. If  other  revenues  are  inadequate  or  increases  in  existing 
taxes  are  impracticable,  it  is  preferable  to  resort  to  a  general  sales 
tax  rather  than  permit  socially  desirable  services  to  languish. 

In  considering  the  desirability  of  a  general  sales  tax,  not  only 
must  the  eft'ects  of  the  tax,  but  also  the  effects  of  spending  tlic  tax 
proceeds  be  considered. 
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Place  of  General  Sales  Tax  ix  State  Tax  Systems 

Without  seeking  to  defend  or  attack  general  sales  taxation,  cer- 
tain conclusions  seem  warranted  in  the  interpretation  of  underlying 
fiscal  trends. 

1.  The  general  sales  tax  has  denu)nstratcd  its  productivity  and 
practicahility  in  foreign  fiscal  systems  and  will  prove  satisfactory 
in  many  states  as  an  extraordinary  revenue. 

2.  The  chief  function  of  the  tax  thus  far  has  heen  to  supplement 
income,  selected  sales,  and  other  taxes.  It  is  not  logically  a  substi- 
tute for  either  the  income  tax  or  selected  sales  taxes,  for  both 
are  productive,  practicable,  less  apt  to  cause  undesirable  business 
changes,  and  more  equitable  than  a  general  sales  tax. 

3.  General  sales  taxation,  however,  may  be  offered  as  a  substitute 
for  excessive  and  obnoxious  property  taxation,  for  it  is  not  more 
inequitable  than  property  taxation  and  is  certainly  more  practicable. 
But  the  general  sales  tax  does  not  promise  to  be  as  productive  as 
property  taxation  in  this  country  and  cannot  be  expected  to  sup- 
plant it  entirely. 

4.  The  general  sales  tax  will  probably  become  a  normal  revenue 
in  many  states.  As  the  tax  becomes  more  familiar  public  murnmr- 
ings  against  it  will  probably  subside  and  the  public  will  probably 
prefer  the  retention  of  the  tax  to  the  discontinuance  of  certain 
expenditures. 

5.  The  present  period  of  general  sales  taxation  is  purely  experi- 
mental. Laws  and  regulations  which  have  been  hastily  and  poorly 
drawn  must  be  rewritten  if  the  general  sales  tax  is  to  be  practicable. 

6.  The  tax  upon  retail  sales  is  becoming  more  popular  and  may 
become  distinctively  American  because  it  minimizes  the  integrating 
and  pyramiding  effects  of  a  more  general  tax,  avoids  many  of  the 
difficult  problems  of  defining  sales  of  several  classes  of  business, 
lessens  interstate  complications,  is  productive,  and  practicable  of 
administration. 

7.  Finally,  in  spite  of  complications  and  weaknesses,  the  general 
sales  tax  will  tend  to  become  more  firmly  intrenched  year  by  year. 
It  may  be  abandoned  in  some  of  the  states,  as  were  early  inheritance 
and  income  taxes,  but  its  relative  advantages  as  a  revenue  producer 
appear  to  assure  its  permanency  in  American  taxation. 

Chairman  L.  D.  ]\Ietzger:  You  have  been  privileged  to  hear 
two  very  excellent  papers  on  the  sales  tax.  Before  I  call  for  the 
third  paper,  I  wonder  if  it  would  not  be  worth  the  while  of  e\-ery- 
one — even  if  I  do  this  at  the  expense  of  repetition — to  try  to  get 
the  picture  of  the  way  all  tax  programs  have  evolved.  It  strikes 
me  that  that  is  a  particularly  interesting  thing  in  connection  with 


110  XATIOXAL  TAX  ASSOCIATIOX 

the  last  paper.  First  of  all  we  have  a  capitation  or  poll  tax,  which 
is  ver\'  simple,  everybody  assessed  the  same,  and  it  seemed  to  be 
the  answer ;  second,  as  wealth  starts  to  get  into  different  hands,  we 
have  the  property  tax,  and  you  know  the  trouble  we  are  having 
today  with  it ;  and,  remembering  each  tax  in  this  revolving  picture, 
we  retain  a  part  of  it  as  we  go  along.  Third,  it  seemed  expen- 
diture was  the  best  test  of  capacity  or  ability  to  pay,  and  we  re- 
tained some  of  that  expenditure  test  in  our  sales  tax;  and  then, 
fourth,  it  seemed  that  yield  was  the  best  test  of  capacity  or  ability 
to  pay,  and  many  of  you  are  familiar  with  what  they  are  doing  in 
California ;  fifth,  net  income  seemed  to  suggest  itself  as  the  answer. 
That  is  the  end  of  my  list.  Net  income,  of  course  is  not  the  whole 
answer.  W'hy  ?  It  represents  capacity  or  faculty  to  pay  point  of 
A'iew,  and  that  is  the  idealistic  test  in  any  system,  but  unfortunately 
we  must  be  practical  about  taxes,  also  we  must  have  an  adequate 
constant  source  of  revenue,  therefore  we  have  to  split  the  difference 
some  place  between  idealistic  capacity  to  pay  and  an  adequate  con- 
stant source  of  revenue,  and  that  is  why  we  have  to  do  so  much 
talking  about  sales  taxes.  They  get  down  to  a  very  broad  base. 
I  think  these  two  papers  we  have  had  have  been  excellent.  It  has 
been  my  privilege  to  work  a  little  with  Dr.  Shoup,  as  he  comes  to 
Harrisburg  to  get  statistics.  I  know  both  of  these  gentlemen  are 
thorough  students.  Xow,  we  will  hear  from  a  tax  administrator 
for  the  third  paper  of  the  afternoon,  the  Honorable  Ray  L.  Riley, 
state  controller  of  California,  and  his  subject  is  "  Sales  Taxes  as 
Supplemental  Source  of  Revenue,"  from  the  point  of  view  appar- 
ently of  administration — Mr.  Riley. 

Ray  L.  Riley  (California)  :  The  State  Board  of  Equalization  of 
California  administered  the  sales  tax,  and  the  controller  happens  to 
be  an  ex-officio  member  of  that  board,  so  I  am  on  the  program. 
I  was  asked  to  prepare  a  paper  on  the  administration  of  the  sales 
tax ;  more  particularly,  however,  I  have  elected  to  incorporate  with 
that  "  political  repercussions.''  You  men  in  the  states  that  have 
not  been  favored  with  the  sales  tax  are  possibly  quite  as  much  in- 
terested in  the  effects  of  the  political  repercussion  as  in  features  of 
the  tax.  Therefore,  I  have  incorporated,  as  I  have  told  you,  a  very 
brief  discussion  of  what  happened  in  California  in  that  regard. 
California  is  not  far  different  from  other  states,  and  the  reason  for 
the  adoption  of  the  sales  tax  is  that  we  were  threatened  with  a  tax- 
payers' strike.  The  real  estate  people  were  under  the  impression 
that  they  were  paying  more  than  their  share  of  the  tax  bill.  The 
legislature  was  eager  to  develop  some  kind  of  supplemental  revenue, 
and  finally  we  went  to  the  sales  tax.  I  wanted  to  make  this  pre- 
liminary statement  so  that  you  will  understand  our  situation  there 
a  little  better. 
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SALES  TAXES  AS  A  SUPPLEMENTAL  SOURCE 
OF  REVEXUE-ADMIXISTRATIOX 

RAY  L.  RILEY 
State  Controller,  California 

During-  the  past  two  years  a  substantial  number  of  states  have 
adopted  the  sales  tax  as  a  supplemental  revenue  source.  Failing 
revenues  and  real  estate  tax  delinquencies  have  constituted  the  im- 
pelling motive  for  this  new  departure  in  the  tax  field. 

Because  of  California's  peculiar  bifurcated  tax  structure,  com- 
monly known  as  separation  of  source,  the  legislation  and  constitu- 
tional amendment  adopted  pursuant  thereto  was  much  more  com- 
prehensive than  the  procedure  employed  in  other  states.  We  have 
repealed  the  separation  of  source  and  returned  the  utilities  that 
have  been  paying  taxes  upon  a  gross  receipts  basis  to  the  local 
rolls,  there  to  be  taxed  in  the  same  fashion  as  other  property  within 
district  jurisdiction.  At  the  same  time,  the  state  took  over  the 
matching  requirements  of  the  county  that  is  imposed  by  the  consti- 
tution of  our  state  for  the  support  of  the  public  school  system.  In 
so  doing  there  was  transferred  an  item  of  seventy-eight  million 
dollars  a  year  formerly  in  the  county  rate  to  a  state  charge,  whicli 
is  reimbursed  to  the  counties  upon  an  average  daily  attendance 
biisis.  This  in  effect  relieved  real  estate  of  about  twenty  per  cent 
of  the  burden  which  it  had  hitherto  carried  and  a  sales  tax  was 
enacted  to  supply  the  revenue  made  necessary  by  this  shift  of  costs 
from  the  county  to  the  state.  You  will  observe  that  it  was  a  new 
method  of  financing  an  old  debt  through  a  broadening  of  the  tax 
base. 

This  brief  explanation  is  necessary  to  understand  the  comments 
that  will  follow  upon  the  practical  administration  of  a  sales  tax 
measure.  I  assume  that  an  exchange  of  experiences  in  this  new 
field  will  be  helpful  to  those  who  are  already  engaged  in  the  admin- 
istration of  similar  levies  and  also  of  interest  to  the  representatives 
of  those  states  who  may  be  contemplating  an  excise  tax.  Therefore 
I  shall  confine  my  discussion  to  the  practical  side  of  sales  tax  ad- 
ministration and  its  effects. 

We  of  California  who  are  charged  with  the  responsibility  of  ad- 
ministering the  sales  tax  were  privileged  to  write  the  legislation, 
with  Dr.  Traynor  as  the  chief  draftsman  in  charge.  It  was  our 
opinion  that  a  carefully  drawn  statute  properly  administered  would 
be  reasonably  successful  with  the  public,  which  was  borne  out  dur- 
ing the  months  of  experience  that  followed  its  application. 

In  some  states  a  considerable  period  elapsed  before  all  of  the 
merchants  were  reporting  their  gross  sales.  To  obviate  this  we 
provided  that  every  retail  merchant  must  inmiediately  secure  a 
license  from  the  state   in   order  to  do  business   in   California,   for 
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which  a  fee  of  one  dollar  was  charged.  Sufhcient  penalties  were 
added  for  failure  to  procure  a  license  and  with  the  proper  field 
force  it  became  an  easy  matter  to  check  each  district  in  the  state 
to  see  that  every  one  doing  a  retail  business  had  secured  a  permit 
to  operate.  This  enabled  us  to  set  up  an  accounting  system  cover- 
ing every  merchant  in  the  state  within  a  period  of  two  months,  or 
the  so-called  "  short  quarter,"  as  the  law  went  into  effect  on  the 
first  of  August. 

The  mechanical  equipment  and  details  required  to  carry  on  a 
business  of  some  two  hundred  thousand  accounts  is  an  interesting 
story  in  itself.  Suffice  to  say  that  every  problem  of  accounting  must 
be  met  in  such  an  organization. 

From  the  standpoint  of  administration  the  state  has  been  divided 
into  districts  with  a  supervisor  over  each  district  maintaining  an 
office  and  records  for  his  district  which  are  supplied  from  the  cen- 
tral accounting  department  at  Sacramento.  The  field  force  consists 
of  inspectors  and  auditors.  The  territory  is  mapped  and  it  is  the 
business  of  the  inspectors  to  note  all  changes  within  his  district  and 
report  those  who  have  failed  to  secure  a  license.  The  auditors 
follow  up  at  the  end  of  each  quarterly  payment,  or  at  such  times 
as  it  may  appear  to  be  necessary,  with  a  personal  check  upon  the 
returns  of  the  taxpayer. 

It  is  interesting  to  note  that  the  auditing  division  pays  the  cost 
of  its  operation  many  times  over  in  the  supplemental  receipts  de- 
rived from  audit.  The  main  accounting  division  at  Sacramento 
audits  every  return  and  keeps  the  field  force  advised  as  to  addi- 
tional levies  as  a  result  of  audit.  The  mechanical  equipment  enables 
us  to  determine  the  delinquency  within  a  very  few  days  after  quar- 
terly payments  are  due  and  payable,  thereby  keeping  a  ready  check 
of  unpaid  obligations. 

To  summarize  the  business  administration — 

It  must  be  efficient  in  every  detail.  It  must  account  for  cash  in 
an  expeditious  fashion  to  save  interest  on  public  funds.  It  must 
maintain  accurate  records  in  order  to  avoid  constant  friction  with 
the  taxpayer. 

In  the  broader  field  of  administration  are  the  problems  arising 
from  the  application  of  the  tax  to  the  hundreds  of  different  com- 
modities sold  at  retail  in  any  state.  I  refer  to  the  many  rulings 
that  are  necessary  to  enable  the  taxpayer  to  compile  an  intelligent 
report  and  at  the  same  time  to  do  the  least  damage  to  those  en- 
gaged in  the  retail  trade.  I  do  not  believe  it  advisable  to  discuss 
the  complications  that  arise  in  attempting  to  apply  equity  and  at 
the  same  time  secure  the  tax.  A  single  rule  will  illustrate  my  point. 
It  is  known  as  Ruling  No.  51,  covering  the  subject  of  repairmen. 
More  language  is  required  to  properly  cover  the  taxability  of 
materials  and  supplies  than  any  other  subject  considered  by  rulings 
of  the  board. 
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Labels,  tags  and  nameplates,  contractors  and  subcontractors,  con- 
stitute most  difficult  problems.  Then  we  come  to  the  most  obstinate 
subject  of  all — interstate  and  foreign  commerce.  This  provides  the 
most  vicious  argument  against  the  imposition  of  the  sales  tax  and 
must  be  taken  into  account  in  every  rule  applying  to  intrastate 
business. 

With  the  large  number  of  states  now  employing  the  sales  tax  as 
a  revenue  measure,  it  would  seem  a  simple  matter  to  induce  Con- 
gress to  pass  adequate  legislation  to  meet  the  situation.  However, 
that  body  appears  to  be  indifferent  and  unmanageable  upon  this 
subject.  We  of  California  have  been  examining  with  interest  cer- 
tain legislation  that  has  received  the  approval  of  the  United  States 
Supreme  Court  covering  storage  charges  upon  gasoline  and  it  may 
be  that  a  large  part  of  the  damage  that  arises  through  inability  to 
tax  interstate  transactions  can  be  obviated  by  a  supplemental  act  of 
that  character.  When  time  and  place  are  not  an  objective,  particu- 
larly with  respect  to  shipments  of  basic  commodities,  local  business 
is  subjected  to  competitive  conditions  of  an  insurmountable  char- 
acter. It  is  therefore  important  that  minimum  rates  upon  retail 
sales  must  be  maintained  until  such  time  as  the  interstate  commerce 
question  is  solved,  either  by  congressional  action  or  state  legisla- 
tion, that  will  have  the  approval  of  the  Supreme  Court  of  the 
United  States. 

The  public  reaction  to  the  imposition  of  the  sales  tax  is  important, 
for  no  tax  measure  of  that  character  will  remain  in  effect  for  any 
considerable  period,  more  particularly  if  state  laws  permit  the  use 
of  the  initiative,  unless  the  purpose  of  the  tax  is  well  understood 
and  the  administration  effective. 

In  California  the  merchants  have  adopted  a  breakdown  system 
beginning  at  fifteen  cents,  which  was  immediately  applied  when  the 
Sales  Tax  Act  went  into  effect.  It  resulted  in  a  tremendous  amount 
of  irritation  and  by  reason  of  the  fact  that  the  breakdown  collected 
a  one-cent  tax  upon  fifteen-cent  items  substantially  higher  than  the 
amount  received  by  the  state,  eft'orts  were  made  to  force  the  board 
of  equalization  to  adopt  some  form  of  a  token  permitting  the  pay- 
ment of  the  exact  tax  in  lieu  of  the  arbitrary  breakdown  adopted 
by  the  retail  trade.  This  presented  a  serious  question  for  the  reason 
that  all  of  the  larger  merchants  were  in  favor  of  the  breakdown, 
while  the  small  trade  was  vociferous  in  its  demands  for  some 
method  of  applying  the  exact  tax.  Fortunately,  the  board  deter- 
mined to  assume  the  attitude  that  the  tax  applied  to  gross  sales  and 
that  it  was  in  no  way  concerned  as  to  the  methods  adopted  by  the 
trade  in  recouping  the  tax.  This  position  was  somewhat  compli- 
cated by  a  provision  in  the  statute  which  endeavored  insofar  as 
possible  to  set  forth  the  tax  as  a  separate  transaction.  Undoubtedly 
the  adoption  of  tokens  would  have  constituted  such  a  tremendous 
nuisance  as  to  seriously  militate  against  a  continuance  of  the  tax. 
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Our  original  plan  would  liave  avoided  tliis  controversy  for  we 
intended  to  apply  a  basic  exemption  of  twelve  hundred  dollars  free 
from  tax,  which  would  have  eliminated  the  opposition  of  the  small 
merchant.  There  has  been  the  usual  complaint  of  taxing  milk  and 
bread  purchased  by  the  poor  as  a  crying  evil.  However,  the  people 
of  California  have  in  the  main  supported  the  new  measure  in  a  very 
substantial  fashion,  notwithstanding  the  irritation  of  the  daily  re- 
minder of  the  penny  tax.  Probably  this  attitude  is  in  a  large  part 
due  to  the  fact  that  all  of  the  funds  derived  from  the  tax  are  em- 
ployed to  finance  the  public  school  system.  In  other  words,  it  is 
money  dedicated  to  a  purpose  that  has  universal  appeal. 

Undoubtedly  the  sales  tax  will  constitute  a  political  football  for 
some  years  to  come  in  the  event  it  is  continued  as  a  supplemental 
source  of  revenue.  I  note  that  the  opposition  party  in  every  state, 
whether  Democratic  or  Republican,  is  employing  the  sales  tax  as  a 
political  issue.  Either  repeal  or  partial  repeal,  dependent  upon  con- 
ditions, is  advocated.  We  have  been  carrying  on  a  political  cam- 
paign in  California  during  the  past  few  months  and  Mr.  Stewart 
and  myself  as  co-authors  of  the  legislation  that  resulted  in  the  adop- 
tion of  the  sales  tax  were  candidates  for  renomination  upon  the 
Republican  ticket  and  crossfiled  in  an  endeavor  to  secure  the  Demo- 
cratic endorsement.  Mr.  Stewart  carried  on  a  campaign  within  his 
district  and  I,  being  a  state  candidate,  was  in  a  position  to  better 
observe  the  effect  of  the  opposition,  who  charged  us  with  being 
responsible  for  the  enactment  of  the  sales  tax.  As  a  matter  of  fact, 
we  were  both  renominated  on  our  party  ticket  and  both  secured  the 
Democratic  endorsement,  although  in  passing,  it  is  worthy  of  note 
that  the  city  of  Los  Angeles  gave  me  an  adverse  majority  of  some 
ninety-five  thousand  on  the  Democratic  ticket,  partly  as  a  result  of 
sales  tax  opposition  and  more  specifically  because  of  the  EPIC 
movement  that  has  gained  tremendous  support  in  that  county. 
Incidentally,  the  Democratic  party  is  favoring  the  repeal  of  the  sales 
tax  in  the  present  campaign  which  will  be  determined  on  November 
6th  of  this  year.  I  mention  this  because  those  who  may  be  respon- 
sible for  legislation  of  this  character  are  eager  to  ascertain  the 
possible  political  reaction  by  so  doing. 

We  have  in  mind  certain  modifications,  chiefly  of  a  technical 
nature,  at  the  next  session  of  the  legislature  and  will  insist  upon  a 
basic  exemption.  It  is  impossible  at  this  time  to  forecast  the  public 
attitude  for  any  period  of  time  in  the  future  and  it  may  be  that  the 
November  election  will  so  change  the  complexion  of  the  California 
legislature  as  to  exempt  foodstuffs,  which  would  reduce  the  return 
about  one-third. 

Our  receipts  during  the  operation  of  the  new  tax  have  averaged 
well  over  four  million  dollars  a  month.  The  legislature  appropriated 
two  per  cent  of  the  collections  to  the  board  for  administrative  use, 
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which  amount  has  l)ecn  ample  for  the  purpose.  Total  overhead 
costs  approximate  four  dollars  and  a  quarter  an  account  per  year. 

In  conclusion,  I  am  of  the  opinion  that  the  sales  tax,  with  the 
necessarily  high  rates  that  must  be  employed  to  supply  adequate 
revenue,  is  unlikely  to  remain  in  its  present  form  beyond  the  emer- 
gency period.  Personally,  I  favor  a  low  rate  and  a  broad  base 
which  would  include  services  and  all  types  of  transactions,  with  few 
exceptions.  In  fact  the  original  plan  as  submitted  to  the  California 
legislature  was  a  transactions  tax. 

And,  finally,  I  wish  to  emphasize  the  necessity  of  efficient  admin- 
istration, for  the  sales  tax  is  a  measure  that  is  peculiarly  susceptible 
to  evasions  and  (to  be  charitable)  erroneous  reports,  which  can 
only  be  corrected  by  competent  auditing  facilities.  As  a  revenue 
producer  it  has  no  equal.  It  is  simple  in  operation  and  conforms 
to  every  requisite  of  a  sound  tax,  with  one  exception — it  is  no  re- 
specter of  ability  to  pay.  This  has  not  been  deemed  a  serious  defect 
in  our  state  because  of  the  tremendous  floating  population  who  own 
no  property  and  are  liberal  recipients  of  public  benefactions,  educa- 
tional and  otherwise. 

Moreover,  we  are  more  fortunately  situated  than  most  states  in 
that  our  remoteness  from  industrial  centers  reduces  the  damage 
resulting  from  inability  to  tax  interstate  commerce  although  there 
must  be  definite  action  taken,  either  by  an  act  of  Congress  or  a 
satisfactory  method  evolved  which  will  equalize  competitive  con- 
ditions, if  we  are  to  continue  the  imposition  of  a  sales  tax.  It  has 
served  a  splendid  purpose  in  California  in  financing  the  educational 
system  of  our  state  during  the  depression  period  and  as  we  have 
adopted  a  constitution  which  permits  the  legislature  to  adjust  the 
tax  system  from  time  to  time  as  necessities  may  arise,  the  question 
of  the  sales  tax  can  best  be  left  to  the  duly  elected  representatives 
of  the  people. 

Chairman'  L.  D.  Metzger:  Now,  INlr.  Riley  lias  taken  less  than 
his  full  share  of  time.  I  think  he  has  covered  a  great  deal,  how- 
ever, because  he  talked  fast.  You  have  this  sales  tax  now  from 
nearly  every  angle,  and  still  there  are  many,  many  things  that  may 
come  up  in  discussion.  The  meeting  is  now  open  for  discussion. 
You  are  limited  to  seven  minutes,  and  it  is  requested  that  you  rise 
and  as  soon  as  you  are  recognized,  state  your  name.  I  know  many 
of  you,  and  I  am  sorry  I  do  not  know  more;  it  is  better  to  carry 
this  out  in  an  orderly  way,  and  I  suggest  that  you  come  to  the 
platform  to  make  your  statement,  because  it  is  better  heard,  not  only 
by  our  official  stenographer,  but  by  the  members. 

DixwELL  L.  Pierce  (California)  :  Mr.  President,  Ladies  and 
Gentlemen  of  the  conference,  Honorable  Fred  E.  Stewart,  member 
of  the   California    State    Board   of   Equalization,   had   hoped   to   be 
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present  here  today  and  to  engage  in  the  discussion  with  respect  to 
sales  tax  administration.  Unfortunately,  pressing  administrative 
duties  have  made  it  impossible  for  Mr.  Stewart  to  attend  the  con- 
ference. In  his  absence  he  has  asked  me  to  convey  to  you  some  of 
his  ideas  concerning  sales  tax  problems.  It  is  a  source  of  keen 
regret  to  me  that  Mr.  Stewart  is  not  here  in  person  to  express  these 
thoughts  to  you,  but  I  shall  try  as  best  I  may  to  convey  what  I 
believe  he  would  have  liked  to  have  said  if  it  were  possible  for  him 
to  be  here. 

Confronted  by  a  dilemma  which  has  arisen  from  increasing  de- 
mands upon  government  and  diminishing  returns  from  the  usual 
sources  of  revenue,  more  than  a  score  of  American  commonwealths 
have  recently  resorted  to  sales  taxes  as  a  means  of  aA'erting  fiscal 
chaos.  Thus,  during  the  past  three  years  there  has  been  introduced 
into  states  scattered  throughout  the  Union  a  form  of  taxation 
which,  although  not  of  modern  origin,  is  a  product  of  modern  con- 
ditions. The  exigencies  of  the  situation  have  precluded  as  thorough 
examination  of  the  relative  merits  of  this  form  of  taxation  as  might 
otherwise  have  been  desired. 

The  plight  of  the  several  state  administrations  may  be  likened  to 
that  of  a  householder  who  finds  his  home  in  flames.  The  owner 
of  the  house  must  act  promptly,  using  the  best  means  at  hand,  and 
cannot  waste  valuable  time  in  an  exhaustive  analysis  of  the  relative 
merits  of  various  kinds  of  fire-extinguishers.  Likewise  the  states 
must  act  promptly,  using  such  methods  for  meeting  the  emergency 
as  are  readily  available.  A  condition,  and  not  a  theory,  confronts 
them. 

This  does  not  imply  that  the  sales  tax  is  defensible  only  as  an 
emergency  measure.  Experience  under  modern  conditions  indicates 
that  some  time-honored  conceptions  regarding  this  form  of  taxation 
must  be  revised.  Among  economists  generally  it  has  been  tra- 
ditional to  view  such  levies  as  the  last  resort  of  a  state  hard  pressed 
for  revenue.  Yet  actual  operation  of  sales  taxes  in  several  .\mer- 
ican  states  has  cast  some  doubt  upon  the  validity  of  such  a  sweeping 
indictment.     The  trend  of  the  times  cannot  be  ignored. 

New  conceptions  as  to  what  government  shall  do  for  the  people 
require  new  conceptions  as  to  what  the  people  shall  do  to  sustain 
the  government.  Increasing  activities  of  government  and  wide- 
spread extension  of  its  benefits  necessitate  re-examination  of  eco- 
nomic concepts  formed  during  periods  when  governmental  services 
were  not  so  universally  enjoyed.  Broadness  of  base,  universality  of 
impact,  ease  of  collection,  distribution  of  payments  in  small  amounts 
throughout  the  year  are  factors  not  to  be  disregarded. 

Assuming,  then,  that  the  case  for  retention  of  the  sales  tax  as  a 
substantial  source  of  revenue  compels  consideration,  an  examination 
of  some  of  the  problems  of  its  administration  becomes  important. 
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Outstanding  among  these  are : 

(1)  Coordination  of  the  sales  tax  with  the  general  tax  system. 

(2)  Establishment  of  effective  administrative  machinery. 

(3)  Avoidance  of  disturbing  effects  upon  the  commercial  life  of 
the  community. 

In  discussing  these  three  major  problems,  it  is  necessary  to  par- 
ticularize. For  that  reason,  I  am  compelled  to  draw  largely  from 
our  first  year's  experience  with  the  sales  tax  in  California. 

When  the  legislature  met  in  January  1933,  it  faced  a  critical  rev- 
enue problem.  Owing  to  heavy  demands  made  upon  government, 
huge  sums  of  money  were  needed.  Existing  sources  of  revenue 
were  inadequate.  The  fiscal  situation  of  the  counties  was  particu- 
larly desperate.  Their  revenue  was  largely  derived  from  taxes  on 
real  property  but  alarming  increases  in  tax  delinquencies  demon- 
strated not  only  that  no  more  money  could  be  obtained  from  this 
source  but  that,  on  the  contrary,  relief  must  be  afforded  to  the  real 
property  taxpayer. 

In  this  dilemma  the  legislature  turned  to  the  sales  tax.  It  should 
be  observed  that  the  sales  tax  was  not  adopted  merely  as  an  addi- 
tional source  of  revenue.  In  fact,  its  primary  object  and  effect  has 
been  reduction  of  the  general  property  tax  burden.  The  constitu- 
tional amendment,  in  pursuance  of  which  the  sales  tax  act  was 
passed,  relieved  the  counties  of  the  necessity  of  raising  through  the 
general  property  tax  $40,000,000  toward  the  support  of  the  public 
school  system.  The  IVi'/r  retail  sales  tax  was  designed  to  raise  this 
amount. 

Actually,  the  yield  of  the  tax  for  the  first  year  will  exceed  this 
requirement  by  more  than  $10,000,000.  This  excess  also  serves  as 
a  direct  relief  to  property  taxpayers.  Under  the  California  Consti- 
tution whenever  a  state  deficit  occurs  a  general  property  tax  to 
meet  it  is  authorized.  Had  there  not  been  the  additional  revenue 
from  the  sales  tax  the  credit  of  the  state  would  have  been  seriously 
impaired  and  a  deficiency  property  tax  would  have  been  inevitable. 
Thus,  it  may  be  seen  how  the  sales  tax  as  introduced  in  California 
has  been  coordinated  with  the  general  tax  system  and  has  been  used 
to  afford  property  tax  relief,  rather  than  to  provide  more  funds  for 
public  expenditure. 

Proceeding  to  the  second  of  the  problems  enumerated,  namely, 
the  establishment  of  effective  administrative  machinery,  it  should  be 
observed  as  fundamental  that  no  tax  is  better  than  its  administra- 
tion. Nothing  so  quickly  destroys  public  confidence  in  a  tax 
measure  as  haphazard  enforcement.  ^Moreover,  it  must  be  borne  in 
mind  that  the  object  of  a  tax  law  is  to  raise  funds  for  other  func- 
tions of  government  so  that  the  cost  of  administration  should  be 
kept  at  a  minimum  consistent  with  efficient  enforcement. 

In  sales  tax  administration  the  starting  point  is,  of  course,  the 
retailer.     While  the  tax  is,  in  ultimate  eft'ect,  on  the  user  or  con- 


118  NATIONAL  TAX  ASSOCIATION 

sumer  of  the  goods  sold,  for  efficient  administration  it  is  universally 
collected  from  the  seller.  Consequently,  it  is  of  vital  importance  to 
the  tax  administrator  that  he  be  informed  as  to  all  persons  making 
sales  of  tangible  personal  property  at  retail  within  his  jurisdiction. 

This  phase  of  the  problem  was  met  in  California  through  a  system 
of  issuing  permits  to  all  retailers.  Separate  permits  are  required 
for  every  retail  establishment  and  must  be  conspicuously  displayed 
therein.  A  one-dollar  fee  is  exacted  to  defray  the  cost  of  this  regis- 
tration of  retailers.  The  permits  require  no  renewal  and  remain 
valid  so  long  as  the  law  is  observed  and  there  is  no  change  in  the 
location  of  the  business  or  its  ownership. 

Verification  of  the  amount  of  sales  tax  actually  due  to  the  state 
is  of  course  the  heart  of  the  problem  of  effective  administration  of 
the  law.  Its  two  fundamental  aspects  are  determination  of  what 
transactions  are  taxable  and  the  ascertainment  and  enforcement  of 
such  tax  liability  once  it  has  been  determined.  For  the  first  task, 
a  well-trained  legal  staff  is  indispensable.  For  the  second,  com- 
petent investigators,  auditors  and  collectors  are  needed.  The  desira- 
bility of  sound  technical  background  for  the  attorneys  and  account- 
ants engaged  in  this  activity  cannot  be  too  strongly  stressed. 

Because  the  work  of  the  legal  staff  can  be  brought  to  it,  we  ha^e 
centralized  this  at  the  state  capital.  The  investigating,  auditing  and 
collecting  program  required  establishment  of  district  offices  through- 
out the  state,  as  performance  of  these  functions  necessitates  field 
work.  California  is  a  large  state  with  widely  separated  trade  cen- 
ters. Recognizing  these  conditions,  the  State  Board  of  Equalization, 
with  commendable  disregard  of  time-honored  superstitions,  divided 
the  state  into  thirteen  administrative  districts.  In  each  district  there 
is  an  administrative  head  charged  with  general  responsibility  for 
enforcement  of  the  sales  tax  act. 

Notwithstanding  the  thorough  manner  in  which  the  state  is  thus 
covered,  we  have  been  able  to  keep  costs,  at  an  extremely  low  per- 
centage of  collections.  Thus,  for  every  dollar  of  sales  tax  paid  in 
California  only  one  and  sixty-eight  hundredths  per  cent  has  been 
used  for  administrative  expense.  It  must  not  be  thought,  however, 
that  this  record  of  economy  has  been  achieved  at  the  sacrifice  of 
efficient  enforcement  of  the  law.  For  each  percent  of  sales  tax 
levied  in  California  the  annual  payments  per  capita  will  exceed 
$3.57.  In  a  state  with  a  similar  sales  tax  base  the  corresponding 
yield  per  capita  is  $2.37. 

Important  as  are  the  problems  thus  far  discussed,  the  third  prob- 
lem enumerated,  namely,  avoidance  of  disturbing  effects  upon  the 
commercial  life  of  the  community,  requires  the  most  searching 
analysis.  Successful  incorporation  of  a  tax  into  the  economic  struc- 
ture demands  that  it  shall  not  be  an  impediment  to  the  normal 
course  of  business.  Therefore  if  the  sales  tax  is  to  be  acceptable  it 
must  not  add  to  the  complexities  of  business  recovery. 
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The  first  noticeable  effect  of  the  sales  tax  upon  trade  was  adjust- 
ment of  price  structures.  In  California,  as  elsewhere,  it  was  assumed 
that  retailers  would  add  the  tax  to  the  price  of  their  goods.  In  the 
case  of  small  sales,  however,  the  problem  of  thus  passing  on  the 
tax  with  any  degree  of  accuracy  proved  vexatious.  At  the  rate  of 
2^%  the  tax  amounts  to  one-eighth  of  a  cent  on  a  five-cent  sale. 
Thus,  it  is  not  until  the  sales  price  reaches  forty  cents  that  the  tax 
equals  one  cent  and  can  be  passed  exactly  to  the  customer. 

To  meet  this  situation,  the  merchants,  through  their  associations 
agreed  at  the  outset  upon  a  "  break-down  "  system  for  o!)taining 
tax  reimbursement.  No  tax  is  collected  by  the  merchant  from  the 
customer  on  transactions  under  fifteen  cents,  while  a  one-cent  tax 
is  collected  on  sales  between  fifteen  cents  and  fifty-nine  cents  and 
so  on  progressively. 

.\t  first,  application  of  this  "  break-down  "  did  not  prove  wholly 
acceptable  to  all  mercantile  interests.  There  was  some  agitation 
for  adoption  of  a  system  of  stamps  or  tokens  whereby  the  tax  could 
be  passed  on  in  units  of  one-eighth  of  a  cent.  After  exhaustive 
analysis  of  the  possibilities  the  proposal  was  discarded  by  the  mer- 
chants because  it  would  apparently  produce  complications  worse 
than  the  difficulties  sought  to  be  remedied.  In  a  few  months,  the 
confusion  which  first  attended  addition  of  the  tax  to  the  sales  price 
under  the  "  break-down  "  system  disappeared.  It  seems  to  be  the 
consensus  of  opinion  that  adoption  of  stamps  or  tokens  would  be  an 
unnecessary  and  undesirable  innovation. 

Notwithstanding  the  fact  that  disturbance  of  local  trade  by  the 
sales  tax  has  been  minimized  with  reasonable  success,  there  still 
remains  the  troublesome  problem  of  competitive  sales  in  interstate 
commerce.  Because  of  the  belief  of  the  members  of  the  United 
States  Supreme  Court,  shortly  after  the  formation  of  the  Union, 
that  there  should  be  the  greatest  possible  freedom  of  trade  between 
the  states,  they  prohibited  taxation  on  interstate  commerce. 

Political  and  economic  conditions  which  induced  the  court  to  take 
this  view  of  the  law  a  hundred  years  ago  no  longer  exist  today. 
Improved  methods  of  communication  and  transportation  have  long 
since  broken  down  any  tendency  toward  erection  of  artificial  bar- 
riers at  state  lines.  The  rule  of  law,  however,  is  still  with  us  and 
is  producing  intolerable  results  in  states  wliich  have  adopted  the 
sales  tax. 

Experience  in  the  several  states  has  proved  that  interstate  sales 
come  into  substantial  competition  with  intrastate  transactions  sub- 
ject to  the  sales  tax.  This  results  in  unnatural  diversion  of  business 
from  local  merchants  and  avoidance  of  sales  tax  by  those  consumers 
resorting  to  interstate  commerce  for  that  purpose. 

The  condition  produced  is  clearly  detrimental  to  the  mercantile 
interests  in  sales  ta.x  states  as  well  as  to  equital)le  tax  administra- 
tion therein.     If  permitted  to  continue,  this  unfair  competition  and 
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tax  avoidance  will  undoubtedly  be  extremely  harmful  to  business 
recovery  and  stability  of  governmental  finances  throughout  the 
nation. 

Recognizing  the  need  for  immediate  and  concerted  action,  Honor- 
able Paul  V.  McXutt,  governor  of  Indiana,  called  a  conference  of 
state  tax  officials  at  Indianapolis  last  February.  This  conference 
culminated  in  the  formation  of  The  National  Association  of  State 
Tax  Administrators.  In  recognition  of  the  active  part  which  he  had 
taken  in  the  development  of  plans  for  dealing  with-  the  problems 
considered,  Mr.  Stewart  was  chosen  the  first  president  of  this 
organization. 

Among  the  first  acts  of  the  newly  formed  association  was  adop- 
tion of  the  following  resolution  relating  to  state  taxation  of  inter- 
state sales : 

\\^HEREAS,  necessity  for  property  tax  relief  is  becoming  in- 
creasingly apparent  tliroughout  the  states  of  the  Union,  and 

Whereas,  twenty-five  or  more  states,  in  an  effort  to  aft"ord 
property  tax  relief,  and  to  provide,  at  the  same  time,  revenue 
for  essential  functions  of  government,  have  enacted  laws  impos- 
ing taxes  based  upon,  or  measured  by,  sales  of  tangible  personal 
property  purchased  and  delivered  in  such  states,  and 

Whereas,  by  virtue  of  judicial  interpretation  of  the  federal 
constitution,  the  states  may  not  levy,  without  consent  of  Con- 
gress, taxes  based  upon,  or  measured  by,  sales  moving  in  inter- 
state commerce,  and 

Whereas,  as  a  result  of  such  interpretation,  there  is  a  dis- 
crimination in  favor  of  interstate  sales  against  intrastate  sales, 
and 

Whereas,  such  discrimination,  if  permitted  to  continue,  will 
tend  to  divert  business  from  normal  channels  and  thus  subject 
local  merchants  to  unfair  competition,  and 

Whereas,  it  is  now  of  vital  importance  to  the  welfare  of 
the  people  of  the  United  States  that  all  things  be  done  to  en- 
courage local  business  and  to  support  the  financial  stability  of 
the  states,  and 

Whereas,  it  rests  within  the  power  of  Congress  to  permit 
the  states  to  levy  non-discriminatory  taxes  upon  sales  in  inter- 
state commerce,  now  therefore 

Be  it  Resolved  by  this  conference  of  tax  officials,  held  at 
Indianapolis,  Indiana  on  February  19  and  20.  1934,  representing 
the  states  of  Arkansas,  California,  Florida,  Indiana,  Illinois, 
Kansas,  Massachusetts,  Michigan,  Mississippi,  Missouri,  New 
Jersey,  North  Carolina,  North  Dakota,  Ohio,  Pennsylvania, 
South  Dakota,  Tennessee,  Utah,  and  Wisconsin : 

First  :  That  the  President  be  petitioned  to  recommend  to 
the  Congress  now  in  session,  and  that  the  Congress  be  urged 
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to  enact  legislation  permitting  and  authorizing  the  states  to 
.levy  and  collect  taxes  based  upon,  or  measured  by,  sales  or 
deliveries  of  tangible  personal  property  moving  into  the  states 
in  commerce  between  the  several  states,  to  the  same  extent  that 
such  taxes  are  levied  upon,  or  measured  by,  sales  or  deliveries 
of  such  property  not  moving  in  interstate  commerce,  or  such 
permissive  legislation  of  this  type  as  will  eliminate  discrimi- 
nation in  favor  of  interstate  commerce. 

Second  :  That  all  representatives  of  states  attending  this 
conference  do  urge  at  the  earliest  possible  time  the  governors 
of  their  respective  states  to  request  the  members  of  Congress 
to  support  prompt  enactment  of  such  legislation. 

Third:  That  the  president  of  this  conference  forthwith  com- 
municate with  the  governors  and  tax  administrators  of  the  sev- 
eral states  and  urge  their  support  of  such  legislation. 

Fourth  :  That  the  president  of  this  conference  be  made 
chairman  of  a  committee  composed  of  one  member  from  each 
state  now  or  hereafter  joining  this  movement,  and  that  such 
committee  meet  in  Washington,  D.  C.  to  prepare  legislation 
consistent  with  this  resolution  and  to  arrange  for  suitable  pre- 
sentation thereof  to  the  President  and  the  Congress. 

Pursuant  to  this  resolution,  a  committee  of  The  National  Asso- 
ciation of  State  Tax  Administrators  proceeded  immediately  to  Wash- 
ington. This  committee  was  successful  in  having  introduced  into 
both  houses  legislation  designed  to  carry  out  the  objects  of  the 
resolution.  Through  the  cooperation  of  Honorable  A.  H.  Stone, 
chairman  of  the  Mississippi  Tax  Commission,  and  nationally  recog- 
nized authority  on  the  sales  tax.  Senator  Pat  Harrison  of  Mississippi 
introduced  the  measure  as  S.  2897.  Its  prompt  passage  in  the 
Senate  was  secured. 

In  the  House  a  similar  bill  was  referred  to  the  Committee  on 
Interstate  and  Foreign  Commerce,  which  at  the  time  was  absorbed 
in  consideration  of  the  Fletcher-Rayburn  bill.  To  facilitate  action 
upon  the  measure.  Honorable  Sam  Rayburn  of  Texas,  chairman  of 
the  committee,  appointed  a  subcommittee  under  the  chairmanship  of 
Honorable  Clarence  F.  Lea  of  California. 

Notwithstanding  the  thorough  and  painstaking  consideration  given 
to  the  bill  by  Congressman  Lea  and  his  subcommittee,  opposition 
to  it  on  the  part  of  certain  mercantile  interests,  loathe  to  lose  the 
strategic  advantage  enjoyed  through  imnmnity  of  interstate  trans- 
actions from  taxation,  prevented  its  immediate  passage.  The  meas- 
ure remains  in  the  House  Committee  despite  the  favorable  report 
of  the  subcommittee. 

To  those  of  us  who  were  present  at  the  hearings  on  these  bills 
and  who  observed  the  tactics  of  the  opposition  it  is  clear  that  the 
states  will  find  no  satisfactorv  solution  for  their  sales  tax  dilemma 
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without  strong  concerted  action.  In  fact,  it  has  been  suggested 
that  an  easy  way  out  would  be  for  the  states  to  abandon  the  sales 
tax  field  and  to  ask  the  federal  government  to  take  over  its  admin- 
istration for  them.  Examination  of  the  legal,  economic  and  political 
ramifications  of  this  proposal  discloses  that  it  offers  no  real  solu- 
tion but  will  open  a  veritable  Pandora's  box  of  new  problems. 

The  proposal  is  unquestionably  of  doubtful  constitutionality. 
This  phase  of  the  subject  has  been  ably  discussed  by  E.  M.  Perkins 
in  an  article  on  "  The  Power  of  Congress  to  Levy  Taxes  for  Dis- 
tribution to  the  States,"  appearing  in  the  North  Carolina  Law 
Rcviczu  for  June  1934. 

The  problem  of  distributing  the  proceeds  of  such  a  federal  tax 
imposed  for  state  purposes  is  appalling.  To  be  practicable  the 
method  of  apportionment  must  be  reasonably  simple.  Yet  there  has 
been  suggested  no  simple  method  which  would  operate  with  any 
approach  to  fairness.  Two  methods  most  frequently  mentioned, 
namely,  allocation  according  to  collection  or  according  to  popula- 
tion would  clearly  be  unfair  to  a  large  number  of  states. 

The  proposal  obviously  forces  the  sales  tax  upon  every  state  in 
the  Union  regardless  of  the  desire  or  need  of  its  citizens  to  adopt 
such  a  system  of  raising  revenue.  Furthermore,  it  is  difficult  to 
believe  that  the  states  will  sit  idly  by  while  they  are  thus  reduced 
to  mere  political  subdivisions  of  the  national  government. 

The  Harrison  Bill  avoids  these  difficulties.  For  a  detailed  dis- 
cussion of  the  constitutionality  of  such  a  measure  see  Tvlr.  Perkins' 
article  on  '"  The  Sales  Tax  and  Transactions  in  Interstate  Com- 
merce," published  in  the  North  Carolina  Law  Review  for  February 
1934.  The  conclusion  to  be  drawn  from  the  authorities  is  that 
such  action  upon  the  part  of  Congress  is  within  its  constitutional 
powers. 

From  an  economic  point  of  view,  the  fairness  of  the  measure 
cannot  be  disputed.  Without  imposing  any  undue  burden  upon 
interstate  commerce,  it  will  allow  the  states  to  protect  their  mer- 
chants from  unfair  outside  competition.  Although  some  problems 
of  enforcement  of  sales  taxes  applied  to  interstate  transactions  are 
to  be  anticipated,  they  are  not  insurmountable.  When  contrasted 
with  the  complexities  in  the  proposal  to  have  the  federal  govern- 
ment control  all  sales  tax  administration,  they  are  insignificant. 

From  a  political  point  of  view,  the  soundness  of  the  measure  is 
unassailable.  It  does  not  compel  adoption  of  the  sales  tax  in  any 
state  where  it  is  not  wanted.  Neither  does  it  impose  a  tax  having 
no  relation  to  the  individual  fiscal  needs  of  the  states.  On  the 
contrary,  the  measure  sponsored  by  The  National  Association  of 
State  Tax  Administrators  permits  all  the  states  to  express  their 
own  preferences,  thereby  preserving  their  relationship  with  one 
another  and  the  federal  government  as  contemplated  by  the  Con- 
stitution. 
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Alay  I  reiterate  how  sorry  I  am  that  the  Ilonorahle  Fred  E. 
Stewart,  member  of  the  California  State  Board  of  E(|ualization  and 
president  of  the  National  Association  of  State  Tax  Administrators, 
could  not  be  here  today  to  have  discussed  these  matters  personally. 
I  know  that  Mr.  Stewart  also  deeply  rejjrets  his  inability  to  be 
present.  I  hoi)e  I  have  conveyed  to  you  in  some  part  at  least  what 
he  would  like  to  have  said  on  this  important  subject,  which  must 
inevitably  concern  state  tax  adminfstrators  throughout  the  Nation. 

N.  H.  Jacob Y  (Illinois)  :  Mr.  Chairman  and  Gentlemen,  I  do 
not  propose  to  discus's  the  point  raised  by  Mr.  Pierce.  I  would, 
however,  like  to  make  several  comments  upon  the  two  papers  pre- 
viously read,  those  of  Professors  Shoup  and  Buehler,  both  of  which 
I  enjoyed  a  great  deal.  If  I  recollect  correctly,  Professor  Shoup 
stated  that  in  his  opinion  the  merchants  intended  to  absorb  the  tax 
or  not  pass  it  on  as  a  separate  item  in  making  sales  to  consumers, 
but  rather  include  it  in  the  price.  I  think  our  experience  in  ad- 
ministering the  Illinois  tax  is  rather  the  reverse  of  that.  The  mer- 
chants in  our  state  have  fought  bitterly  for  the  privilege  of  adding 
the  tax  as  a  separate  item.  Unfortunately,  in  Illinois,  we  operate 
in  more  or  less  of  a  straight- jacket  in  dealing  with  revenue  prob- 
lems, because  our  constitution  very  closely  limits  the  type  of  taxes 
which  we  may  impose;  and  one  of  those  which  we  may  not  impose 
is  a  consumers'  tax ;  therefore,  our  sales  tax  had  to  be  in  the  form 
of  a  privilege  tax  for  the  privilege  of  doing  business  in  the  state. 
The  tax  was  bitterly  fought  by  the  merchants.  I  doubt  whether 
any  other  piece  of  legislation  that  has  recently  passed  the  Illinois 
legislature  has  ever  met  with  such  opposition;  but,  the  amazing 
thing  is  the  extent  to  which  the  merchants  of  Illinois  have  ceased 
their  propaganda  against  the  tax. 

Recently  the  merchants  of  Illinois,  speaking  through  the  retail 
merchants'  division  of  the  Illinois  Chamber  of  Commerce  have 
stated  that  they  would  support  the  re-enactment  of  this  tax  when  it 
expires  July  1,  1935,  on  two  conditions,  the  first  of  which  is  that 
either  by  appropriate  legislation  or  by  administrative  regulation 
they  be  compelled  to  pass  the  tax  to  the  consumer  as  a  separate 
item ;  and,  second,  that  the  base  of  the  tax  be  broadened  to  include 
service  occupations  as  well  as  the  occupation  of  selling  at  wholesale 
or  retail.  I  would  like  to  offer  that  as  a  comment  on  Mr.  Shoup's 
statements.  I  cannot  of  course  say  that  would  be  generally  true  in 
other  states.  It  certainly  has  not  been  in  ours.  The  second  point 
which  I  have  in  mind  deals  with  the  point  raised  by  Mr.  Buehler. 
Mr.  Buehler's  paper  conveys  the  impression  that  the  sales  tax  will 
tend  to  perpetuate  itself.  I  think  with  his  general  position  I  am  in 
complete  agreement.  There  is  one  aspect  of  it,  however,  to  which 
I  think  attention  might  profitably  be  directed.  There  is  in  Illinois — 
and  I  am  merely  using  Illinois  as  sort  of  a  laboratory  for  observing 
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the  course  of  public  opinion — still  an  enormous  mass  of  opposition 
to  sales  taxation,  and,  peculiarly  enough,  that  is  not  only  on  the 
part  of  those  parties  who  are  primarily  responsible  to  pay  the  tax, 
the  retail  merchants,  but  on  the  part  of  different  other  professional 
groups  and  associations.  The  merchants  of  the  state  feel  that  they 
have  been  singled  out  for  the  purposes  of  raising  revenue  which  we 
have  had  to  have  for  emergency  purposes.  They  feel  that  if  they 
can  pass  the  tax  on  as  a  separate  item,  under  the  impression  that 
by  that  more  or  less  mechanical  means  of  adding  the  tax  they  cannot 
shift  the  burden,  that  they  will  not  have  to  bear  the  burden  of  the 
tax,  and  furthermore,  if  other  groups  will  be  taxed  to  equal  extent 
that  that  form  of  taxation  will  be  an  acceptable  basis.  The  thought 
I  have  in  mind  is  this,  that  perhaps  after  a  series  of  years  we  will 
have  a  broader  base  itself.  That  tax  will  develop,  as  Mr.  jMetzger 
suggested  a  few  minutes  ago,  into  something  approximating  a  gross 
income  tax.  Later  on,  when  our  constitution  is  amended  to  permit 
the  imposition  of  a  tax  measured  by  income,  our  sales  tax  may 
eventually  wind  up  in  a  form. of  that  kind,  which  can  be  defended 
not  only  from  the  practical  standpoint,  the  standpoint  of  expediency 
which  Mr.  Buehler  stressed,  but  also  the  standpoint  of  equity  and 
justice. 

Fred  L.  Fox  (West  Virginia)  :  I  have  been  very  much  interested 
in  the  papers  read  here  this  morning,  and  the  discussions  which 
followed,  bearing  upon  classification,  limitation  of  tax,  and  sales 
taxes.  In  West  Virginia  in  the  last  eighteen  months  we  have  had 
to  contend  with  every  single  one  of  those  propositions,  and  we  are 
very  glad  to  say  that  we  seem  to  have  settled  those  things  to  the 
general  satisfaction  of  the  public  of  that  state.  We  had  in  our 
state  a  property  tax  which,  for  the  last  year  it  was  in  operation, 
averaged  about  $2.63  on  a  $100  valuation.  We  classified  our  prop- 
erty in  W^est  Virginia.  This  morning  the  discussion  seemed  to  run 
along  the  line  of  limitation.  We  have  not  only  limitation  but  classi- 
fication. We  classify  intangible  properties  as  one  class;  we  place 
farms  and  homes  in  the  second  class ;  and  we  place  all  other  prop- 
erty, outside  of  municipalities,  in  the  third  class ;  and  property  in- 
side municipalities  in  the  fourth  class ;  and  the  rates  are,  50c.  on 
the  first  class,  $1.00  on  the  second  class,  $1.50  on  the  third  and 
$2.00  on  the  fourth  class,  all  per  $100  valuation.  The  result  of  that 
in  1932,  the  last  year  of  the  old  system,  was  that  we  levied  about 
$44,000,000  of  taxes  on  the  property.  Under  our  present  system 
that  was  reduced  to  approximately  $25,000,000,  a  saving  of  $19,- 
0(X),000  in  the  tax  bill  of  the  property  owners  of  our  state.  We 
were  forced,  of  course,  to  supplement  the  property  revenues  from 
other  sources,  and  we  did  it  in  this  way :  we  first  increased  what 
we  call  the  privilege  tax,  which  is  based  upon  the  gross  income 
of  businesses  in  the  state  such  as  railroads,  gas  companies,  power 
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companies,  and  other  people  who  were  engaged  in  husiness,  and 
upon  the  general  turnover  of  husiness  in  the  state.  We  assumed 
in  the  first  instance  that  debts  contracted  prior  to  the  constitutional 
change  could  be  provided  for  in  addition  to  our  limited  levies,  but 
the  Supreme  Court  of  Appeals  of  our  state  decided,  very  much  to 
the"  surprise  of  everybody,  that  debt  service  must  be  provided  for 
within  the  limited  levies ;  and  after  we  had  one  special  session  of 
the  legislature  work  out  our  plan  upon  the  assumption  that  I  have 
just  stated,  it  was  erroneous  according  to  the  court's  decision,  and 
we  had  to  have  another  special  session  of  the  legislature  to  do  the 
thing  over  again,  the  result  of  which  was,  rather  reluctantly,  we 
came  to  the  conclusion  that  the  only  thing  to  do  was  to  impose  a 
consumers'  sales  tax;  and  that  consumers'  sales  tax  approximates 
the  amount  that  is  necessary  to  take  care  of  our  debt  service  in  the 
state.  Now,  that  tax  has  been  in  operation  since  the  first  day  of 
April.  If  there  is  any  tax  that  is  popular  in  West  Virginia,  it  is 
the  consumers'  sales  tax.  It  is  working  well.  The  public  has 
accepted  it;  and  while  there  is  a  limitation  on  it,  being  an  emer- 
gency measiu'e,  and  the  limit  of  the  law  is  the  first  of  July,  next, 
it  is  not  even  a  political  issue  in  West  Virginia ;  and  if  there  is 
anything  that  can  pass  muster  in  our  state  without  getting  into 
politics,  it  must  have  pretty  general  adaptation. 

We  not  only  had  tlie  ordinary  situation  confronting  us  that  I 
think  is  confronting  all  of  the  states,  and  growing  out  of  the  de- 
pression, the  turmoil  through  which  we  have  passed,  but  we  had 
this  rather  revolutionary  tax  change  in  our  state.  I  think  if  a  lot 
of  folks  who  have  been  theorizing  about  what  can  and  cannot  be 
done,  and  what  should  be  done,  would  come  down  to  West  \'irginia 
and  make  a  study  of  just  exactly  what  has  happened  in  that  state 
in  the  last  eighteen  months,  they  might  change  their  minds  about 
a  good  many  things.  Now,  this  sales  tax  to  which  I  refer — which 
is  required  by  law  to  be  passed  on  to  the  consumer,  and  cannot  be  ab- 
sorbed by  business — will  raise,  we  think,  something  like  $7,000,000 
annually,  which  is  only  a  little  in  excess  of  $4.00  per  capita  in  that 
state.  The  reduction  of  the  property  tax  has  been  at  least  45%,  and 
on  the  homes  and  farms,  the  people  that  we  were  trying  to  relieve 
in  that  state,  and  who  seemed  to  need  that  relief  more  than  anybody 
else,  the  reduction  in  taxes  has  been  anywhere  from  fifty  to  sixty- 
five  per  cent.  That  is  the  situation  in  West  Virginia.  Tax  limita- 
tion and  classification  and  the  sales  tax  have  worked  out  to  the 
satisfaction  of  the  people  of  our  state.  I  am  very  glad  to  have  made 
this  report  to  this  meeting,  and  will  be  glad  if  the  people  throughout 
the  Union,  who  are  forced  to  contend  with  these  complex  problems 
which  arise  out  of  this  new  deal,  so  to  speak,  would  call  upon  us 
for  the  benefit  of  our  experience. 

Charles  J.  Bui.lock  :  In  the  summer  of  1933  my  wife  and  I 
left  Cambridge  in  our  car  to  visit  the  various  seats  of  war.     In  the 
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summer  of  1934  we  went  out  again  in  our  car,  to  visit  these  states 
that  are  wrestling  with  these  terrible  financial  problems,  also  some 
other  states  not  so  sorely  stricken.  In  those  two  years  we  drove 
nearly  11,000  miles.  We  went  into  twenty-seven  states  outside  of 
^Massachusetts.  We  stopped  at  twenty-two  state  capitols,  where  1 
visited  the  tax  officials,  the  superintendents  of  public  instruction,  the 
state  highway  commissioners  or  their  chief  engineers  whenever 
they  were  available,  and  other  people.  We  also  pulled  in  at  many 
gas  stations  in  the  South  and  West.  This  summer  we  pulled  into  at 
least  110,  and  perhaps  120.  In  the  two  years  we  pulled  into  close 
to  200  gas  stations.  You  don't  w-ait  until  you  are  all  out  of  gas 
when  making  considerable  jumps,  you  go  in  to  get  your  windshield 
wiped  and  to  fill  up  on  gas  before  you  go  through  a  one  hundred 
and  fifty-mile  stretch  in  the  Ozarks ;  and  you  go  in  to  get  some 
Coca  Cola  to  drink,  because  it  is  very  hot  and  you  are  thirsty,  and 
when  a  car  with  a  ^Massachusetts  number-plate  pulls  into  a  gas 
station  west  of  the  Mississippi,  way  down  south,  people  gasp.  The 
station  may  be  a  little  red  dot  on  the  map ;  there  may  be  five  houses 
and  an  A.  &  P.  store  and  three  gas  stations;  and  that  may  be  all 
there  is  there;  and  people  just  come  up  out  of  the  ground  if  it  is 
a  Alassachusetts  number-plate  or  any  other  distant  number-plate. 
After  you  pull  in  you  get  out  and  stretch  your  legs ;  you  are  there 
fifteen  or  twenty  minutes ;  you  take  just  as  long  as  3^ou  can.  Some- 
body will  say,  '"  Well,  you  are  a  long  distance  from  home,  stranger," 
and  if  you  are  an  old-fashioned  fossil  like  myself,  you  say,  "'  No, 
not  at  all,  this  is  my  home;  isn't  this  my  home?"  He  would  say, 
"  Right  you  are,  stranger,"  and  presently  you  start  a  little  discus- 
sion. I  saw  the  tax  officials  and  the  superintendents  of  education 
and  saw  the  state  highway  commissioners  at  twenty-two  state 
capitols,  during  the  summer  of  1933;  then  along  the  road  we  stopped 
at  every  county  court  house  that  our  schedule  permitted. 

I  was  most  interested  in  the  states  that  were  most  sorely  stricken 
in  this  depression.  I  did  not  see  anything  anywhere  that  moved 
me  as  much  as  South  Dakota,  but  I  saw  plenty  of  other  trouble  in 
other  states.  Now,  I  am  glad  that  I  happened  to  come  back  to 
this  room  just  as  Mr.  Fox  finished.  I  was  at  Charleston  in  1933. 
I  was  at  Charleston  again  early  in  August,  1934.  Now,  if  an\' 
professor  of  economics  would  forget  everything  he  ever  heard  about 
the  ability  theory  of  taxation,  which  no  advocate  ever  carried 
through  a  book  on  public  finance  without  throwing  it  out  of  the 
window  or  into  the  back  alley  whenever  he  came  to  a  tough  prac- 
tical problem,  and  would  just  open  his  mind,  use  his  eyes  and  his 
common  sense,  he  would  learn  a  whole  lot  from  an  automobile  trip 
through  these  sorely-stricken  states.  I  have  not  seen  many  things 
that  moved  me  as  much  as  what  I  saw  in  South  Dakota.  They 
have  met  a  situation  heroically.  I  say  it  moved  me,  and  I  say  that 
as  a  scientist  who  ordinarilv  does  not  allow  his  emotions  to  figure 
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in  his  scientific  judgnient  about  problems  of  taxation;  but  no  scien- 
tist could  go  there  this  summer,  as  I  did,  without  being  profoundly 
moved.  They  have  done  the  only  thing  they  could  do.  The  prop- 
erty tax  rates  are  at  the  point  of  diminishing  returns.  The  income 
tax  would  ha\e  produced  some  revenue,  but  not  a  whole  lot  in  that 
state.  They  have  to  have  some  money,  and  they  advocate  what 
advocates  of  the  so-called  ability  theory  of  taxation  always  advocate 
when  they  come  to  a  tough  problem.  On  the  ground  of  fiscal  exi- 
gency, on  the  ground  of  the  name  of  levying  local  taxes  according 
to  benefits,  and  on  other  grounds,  they  throw  the  ability  theory  of 
taxation  out  of  the  window  when  they  come  to  a  tough  problem, 
and  they  get  down  to  facts. 

The  fact  is  that  in  that  stricken  state  of  South  Dakota,  their  gross 
receipts  or  gross  income  tax — never  mind  what  they  called  it — got  a 
whole  lot.  of  money,  relative  to  the  needs  of  that  stricken  state,  from 
people  who  under  the  property  tax  were  not  paying  anything  and 
would  not  have  paid  anything,  and  from  people  who  under  the  net 
income  tax  would  not  have  paid  much  and  might  not  have  paid 
anything;  and  it  did  it,  so  far  as  I  can  see,  without  hurting  anybody. 

I  stopped  at  Indianapolis.  They  had  a  gross  income  tax  that  to 
me  looked  perfectly  terrible,  one  which  I  think  they  have  got  to 
modify,  that  it  is  not  fit  to  last  indefinitely,  but  it  does  seem  to  be 
doing  the  trick  and  with  some  other  things  it  is  saving  a  serious 
situation.  They  are  set  up  in  such  a  way,  for  instance,  that  a  fellow 
who  sells  a  property  for  $10,000,  which  cost  him  $20,000,  and  thus 
loses  $10,000,  does  not  have  to  pay  a  tax.  They  thought  they  were 
copying  West  Virginia,  but  they  did  not.  West  Virginia  does  not 
do  that.  When  a  fellow  makes  a  loss  on  a  capital  transaction,  they 
do  not  regard  him  as  having  any  gross  receipts  or  gross  income. 

Then,  there  is  West  Virginia.  I  blew  in  there  in  the  summer  of 
1933,  went  to  see  Mr.  Fox  and  went  around  town  to  see  other 
people.  The  people  of  that  state  had  adopted  that  constitutional 
amendment  limiting  the  rate  of  taxation.  When  they  started  it  was 
a  pretty  good  device.  This  summer  I  saw  Mr.  Townsend,  who  was 
the  original  father  of  it,  but  he  disowns  the  baby  in  its  present 
form.  I  met  him  at  Columbus  in  1907  and  in  subsequent  years,  but 
I  had  not  seen  him  for  twenty-five  years  until  in  Charleston,  late 
in  July  or  early  in  August,  when  I  made  a  date  with  him  by  tele- 
phone. I  said,  "  Hello,  Townsend ;  this  is  a  fellow  named  Bullock,, 
that  you  used  to  know  in  the  National  Tax  Association."  That  was 
all  that  was  necessary.  By  the  time  it  got  through  the  legislature 
it  was  this  terribly  bad  tax  limitation  constitutional  amendment, 
and  God  knows  when  it  can  ever  be  amended.  I  think  when  I  called 
upon  I\Ir.  Fox  at  the  end  of  that  time  I  said,  "  You  have  got  an 
awful  constitutional  amendment,  and  I  don't  know  whether  you  can 
get  rid  of  it.  It  is  so  bad  that  it  will  get  all  the  votes."  But,  the 
Supreme  Court  of  that  state  very  wisely  said  that  that  meant  just 
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what  it  said,  and  it  was  not  competent  for  the  lawyers  to  tell  the 
Supreme  Court  that  that  meant  that  the  people  of  the  state  did  not 
mean  what  they  plainly  had  said  when  they  voted  for  that  amend- 
ment.    I  wish  courts  would  always  do  that  and  not  try  to  be  jurists. 

\V.  S.  BooTON  (Tennessee)  :  If  consistency  were  one  of  the  attri- 
butes to  tax  legislation  and  administration,  taxes  as  a  subject  for 
debate  in  the  Congress  and  in  conferences  would  be  less  interesting. 
It  appears  we  are  headed  for  another  era  of  sales,  or  gross  receipts, 
taxes  and  it  is  hardly  worth  \\hile  to  throw  stones  or  advice  at  the 
band  wagon. 

The  legal  and  constitutional  aspects  of  sales  taxes  have  had  con- 
siderable judicial  interpretation  in  the  last  half  a  dozen  years. 
Cases  originating  in  Tennessee  and  South  Carolina  have  thrown  a 
few  weak  rays  of  light  through  the  shadow  covering  the  boundary 
between  extra-legal  and  illegal  activity  across  state  lines.  A'ash- 
ville,  Chattanooga  &  St.  Louis  R.  R.  v.  Wallace  was  distinguished 
a  few  minutes  ago  in  this  discussion. 

We  have  an  even  more  interesting  case.  Loch  v.  Fort,  in  a  Three 
Judge  Federal  Court. 

Whether  we  are  heading  toward  a  desirable  position  is  doubtful. 
If  barriers  to  obstruct  the  flow  of  interstate  commerce,  thrown 
down  by  John  Marshall,  are  being  rebuilt,  we  are  making  a  mistake. 

However  much  individual  merchants  may  dislike  the  activities  of 
such  concerns  as  Jewell  Tea  Company  and  Real  Silk  Hosiery  Com- 
pany, the  cure  would  be  worse  than  the  disease  if  hideously  adapted 
embargoes  are  to  be  effected  at  all  state  lines. 

Some  of  us  here  have  had  experience  on  both  sides  of  the  tax 
counter. 

The  so-called  Harrison  Resolution  (S.  2897)  and  H.  R.  8303, 
advocated  by  National  Association  of  State  Tax  Administrators, 
would  set  the  clock  back  to  pre-John  ^Marshall  times. 

The  sales  tax  and  gross  receipts  tax  states  need  help,  and  lots 
of  it,  if  they  are  to  effect  efficient  and  uniform  administrations  of 
their  laws. 

The  situation  at  ^Memphis  with  respect  to  Tennessee's  tobacco  tax 
law  is  typical.  The  rate  of  tax  on  cigarettes  is  four  cents  a  package. 
This  oppressive  rate  naturally  invites  and  encourages  avoidance  and 
evasion.  Loeb  and  others  have  set  up  facilities  across  the  Missi- 
sippi  River  in  Arkansas  for  the  express  purpose  of  evading  Ten- 
nessee's tax. 

It  seems  to  me  an  effective  solution  might  be  found  in  a  federal 
tax  law  measured  solely  by  sales  across  state  lines  in  consumptive 
channels. 

The  states  may  not  burden  interstate  commerce  but  the  federal 
government  is  in  position  to  do  as  the  Congress  pleases. 

If  we  could  get  the  active  support  of  our  Columbia  University 
members  of  this  conference,  and  side-step  the  snag  sure  to  be  en- 
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countered  if  taxation  of  newspapers  and  magazines  is  embraced,  we 
might  be  able  to  place  manufacturers  and  merchants  enjoying  lucra- 
tive trade  across  state  lines  in  consumptive  channels  in  a  position 
to  contribute  to  the  burden  of  the  support  of  essential  governmental 
facilities  now  bearing  hard  on  interstate  commerce. 
Chairman  L.  D.  Metzger:  Any  further  discussion? 
Albert  B.  Fales  (Massachusetts)  :  I  have  listened,  as  I  think 
we  all  have,  to  the  papers  that  have  been  read  this  afternoon,  with 
great  interest.  I  think  they  have  given  us  information  with  regard 
to  sales  taxes,  but  as  I  have  heard  them  I  think  there  has  arisen 
one  point  which  perhaps  has  not  been  touched  on  at  all,  and  that 
is  whether  there  is  any  question  of  the  effect  of  a  sales  tax  upon 
the  general  property  tax. 

I  assume  that  our  experimental  action  on  sales  taxes,  which  is 
only  partial  and  has  continued  ov'er  a  great  period,  would  not  give 
any  answer  to  that  question ;  but,  supposing  that  our  states,  or  even 
any  one  of  them,  was  successful  in  setting  up  a  sales  tax  at  a  fairly 
high  rate,  and  supposing  that  all  these  questions  of  interstate  com- 
merce could  be  disposed  of  successfully,  so  that  we  had  in  such 
state  a  sales  tax  running  in  good  shape  and  being  paid,  would  that 
have  an}'  effect  on  real  estate  or  any  effect  on  tangible  personal 
l)roperty  for  taxation  ? 

It  has  occurred  to  mc  in  this  way  :  the  average  consumer,  I  think, 
eventually  will  have  to  pay  the  sales  tax,  it  won't  stop  with  the 
merchant,  it  will  get  put  over  in  some  way,  either  by  permission 
or  by  subterfuge  and  the  tax  will  eventually  come  to  the  consumer. 
Now,  the  majority  of  our  consumers  are  people  who  are  living  up 
to  their  income,  and  if,  by  reason  of  a  sales  tax  we  make  them  pa>' 
more  for  the  necessities  of  life,  we  are  to  that  extent  reducing  their 
income  or  the  purchasing  power  of  their  income.  I  take  it  for 
granted  that  in  most  cases  people  are  living  in  the  best  accommo- 
dations that  they  can  aft'ord.  Now,  suppose  we  reduce,  by  increas- 
ing the  cost  of  the  necessities  of  life,  the  ability  of  these  people  to 
pay  rent,  will  it  result  in  a  general  moving  down  into  a  cheaper 
class  of  tenancies  ?  If  it  would  so  result,  you  are  reducing  the  rent 
receipts  on  real  estate,  because  all  up  and  down  the  scale  people  are 
going  to  occupy  houses  of  a  less  rental  value,  and  if  that  came  about 
you  will  then  have  reduced  the  income  on  real  estate  by  reduction 
of  the  ability  of  the  tenant  to  pay  taxes.  If  the  tenant  has  to  come 
down  to  a  cheaper  rental,  you  have  reduced  the  income  on  that 
rental,  and  the  same  thing  in  a  way,  or  more  gradually,  would  apply 
to  owners;  and  haven't  you  then  reduced  the  property  value  of  all 
or  the  larger  part  of  real  property  used  for  homes?  And,  if  you 
have  reduced  the  valuation,  you  have  reduced  the  tax  basis. 

I  am  not  stating  this  as  an  argument,  but  I  am  simply  raising 
the  question.     I  don't  think  that  any  of  the  three  speakers  who  have 
read  papers  have  touched  on  that  aspect  of  the  problem.     Of  course, 
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at  the  present  time,  with  simply  experimental  sales  taxes  we  don't 
get  to  that;  but,  suppose  a  state  was  able  to  put  a  sales  tax  into 
permanent  use,  so  that  its  effect  might  be  felt  over  a  period  of 
j-ears,  wouldn't  it  result  in  just  that  same  thing,  that  you  would 
reduce  your  base  of  real  estate  taxation  ? 

A.  H.  Stone  (Mississippi)  :  I  came  up  here  as  an  excuse  to  get 
a  drink  of  water.  I  can  answer  the  gentleman's  question  with  refer- 
ence to  the  effect  of  a  sales  tax  under  some  conditions  on  the  gen- 
eral property  tax,  in  so  far  as  it  applies  to  the  state  of  Mississippi. 

We  began  the  experiment  of  a  sales  tax  on  the  first  of  May,  1932. 
It  was  enacted,  like  the  rest  of  these  sales  tax  laws,  as  an  emer- 
gency measure.  I  was  charged,  as  chairman  of  the  tax  commission, 
with  the  administration  of  the  law.  We  did  not  have  the  advantage 
of  any  special  purpose  for  which  the  revenue  law  was  enacted. 
The  proceeds  went  into  the  general  fund.  In  other  words,  there 
was  no  inducement,  whether  in  the  matter  of  general  relief  or  in 
the  matter  of  school  relief.  It  was  just  an  ordinary  revenue  propo- 
sition and  enacted  as  an  experiment. 

It  is  rather  a  complicated  law.     It  embraces  five  different  rates, 
two  and  one-half  percent,  two  percent,  one  percent,  one-quarter  of 
one  percent  and  one-eighth  of  one  percent.    It  is  a  law  under  which, 
under  our  constitution,  we  cannot  pass  the  tax  onto  the  consumer. 
In  other  words,  it  is  a  business  tax  levied  for  the  privilege  of  being 
or  continuing  in  business.     I  realized  that  if  we  were  to  get  any- 
where with  it  at  all,  we  would  have  to  do  it  through  an  appeal  to 
public  opinion,  public  sentiment.     The  first  thing  I  did  was  to  take 
the   opponents   of   the   bill   into   my   confidence.      It   was   decidedly 
opposed,  and  got  by  the  legislature  by  only  one  vote — in  fact,  just 
barely  did  get  through,     x^s  I  said,  I  took  the  opponents  of  the  law 
into  my  confidence,  but  was  unable  to  get  them  to  go  ahead  and 
cooperate  with  me.     I  made  an  appeal  not  only  to  those  who  had 
to  pay  the  tax,  according  to  the  law,  but  made  an  appeal  to  the 
entire  population  of  the  state.     In  other  words,  I  put  it  up  to  them 
that  we  would  try  it  out  on  a  six  months'  experimental  basis,  so 
far  as  I  was  concerned,  and  if  the  law  did  not  work,  if  it  was  found 
that  it  would  not  do,  then  I  would  put  the  matter  up  to  the  governor 
and  suggest  a  convening  of  the  legislature  again  to  try  out  some- 
thing else.     In  other  words,  I  made  a  direct  personal  appeal  to  the 
people  of  the  state  to  cooperate  with  me  in  trying  to  put  the  thing 
through.     Contrary  to  some  reports,  there  was  no  promise  made 
whatever  as  to  a  reduction  in  any  other  form  of  taxation.     We  did 
not  enter  into  that.     As  a  matter  of  fact,  I  got  the  legislature  in 
1932  to  insert  a  provision  in  the  law  fixing  the  8-mill  annual  ad 
valorem  levy,  under  which  it  would  be  possible,  under  certain  cir- 
cumstances, to  make  an  interim  reduction  in  that  levy  without  the 
necessity  of  convening  the  legislature  again,  without  any  other  legis- 
lative intervention  in  fact.     The  provision  was  to  the  effect  that  if 
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the  auditor  of  public  accounts  of  the  state,  the  state  treasurer  and 
the  chairman  of  the  state  tax  commission,  should,  in  their  judg- 
ment, conclude  that  the  revenues  of  the  state  from  sources  other 
than  the  general  property  tax  of  8  mills,  coupled  with  a  portion  of 
that  tax,  be  sufficient  to  meet  all  of  the  obligations  of  the  state,  and 
prevent  any  impairment  of  the  state's  credit  or  standing,  they  could 
certify  that  fact  to  the  governor  and  the  governor  could  by  procla- 
mation reduce  the  levy  to  the  amount  fixed  by  this  committee  or 
recommended  by  this  committee.  In  1932  we  found  that  was  im- 
practical; it  was  not  safe.  In  1933  we  found  that  it  was  not  safe. 
The  same  committee,  acting  in  the  same  way,  in  193^1 — in  fact  just 
ten  days  ago — certified  to  the  governor  that  in  their  judgment  the 
ad  valorem  levy  of  8  mills  could  be  reduced  to  5  mills.  In  other 
words,  we  made  a  3-mill  reduction  on  all  the  property  of  the  state. 
That  is  equivalent  to  Z7y2^k.  In  addition  to  that,  that  levy  on  the 
ad  valorem  tax  was  made  in  the  face  of  a  constantly  diminishing 
ad  valorem  assessment. 

The  net  result  has  been  that  the  burden  of  taxation  on  the  prop- 
erty of  the  state,  since  1931,  has  been  reduced  593^%  down  to  1934, 
a  combination  of  reduction  in  assessed  value  and  reduction  in  the 
amount  of  levy  against  that  assessment. 

That  briefly  sizes  up  the  situation  so  far  as  the  sales  tax  is  con- 
cerned in  INIississippi.  There  is  one  other  thing  about  it :  that  law 
expired  by  its  own  terms  on  June  30,  1934.  The  legislature  con- 
vened in  January,  1934.  I  circularized  all  of  the  potential  sales 
taxpayers  in  the  state.  I  wrote  them  a  letter  over  my  signature. 
I  did  not  try  to  sell  it,  in  fact  I  never  tried  to  sell  anything  down 
there;  I  called  their  attention  to  the  fact,  twenty-one  thousand  of 
them — and  I\Iississippi,  you  remember,  is  only  a  small  state,  and 
only  forty-eight  percent  of  our  population  is  white — I  called  their 
attention  to  the  fact  that  this  law  would  expire  on  June  30th  unless 
the  legislature  re-enacted  it,  and  that  the  legislature  would  not  re- 
enact  it  if  there  was  any  considerable  opposition  to  it,  in  my  judg- 
ment. I  asked  them  to  take  the  matter  up  with  me  quickly  and  to 
give  me  their  reactions  to  it,  just  as  I  had  done  during  the  two 
years  during  which  I  undertook  its  administration.  In  fact  I  have 
taken  the  matter  to  them  at  every  stage  of  the  game,  day  by  day, 
week  by  week,  all  through  the  months,  asking  for  any  suggestions. 
In  reply  to  the  twenty-one  thousand  inquiries,  I  received  about 
twenty-eight  hundred  replies.  The  replies  were  overwhelmingly  in 
favor  of  continuing  the  tax.  The  legislature,  without  any  opposition 
whatever,  re-enacted  the  law  in  1934.  We  eliminated  the  emergency 
feature  of  it,  although  the  word  ''  emergency  "  remains  in  the  title, 
and  adopted  it  as  a  fixed  part  of  the  revenue  structure  of  the  state. 

I  am  just  about  ready  to  stop  but  I  am  going  to  add  one  thing 
more.  I  was  in  hopes  that  Dr.  Bullock  was  going  to  have  time  to 
tell  you  about  the  visit  he  made  down  there  to  my  district,  in  my 
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absence.  I  am  going  to  teli  you  about  a  visit  I  had  from  my  dear 
old  friend  Tommy  Adams.  He  was  down  to  see  me  after  I  had 
been  working  on  this  thing  five  or  six  months.  He  spent  a  few 
days  with  me.  I  told  him  what  I  was  doing,  and  I  told  him  I  did 
not  allow  the  word  "  enforce  "  to  be  used  in  my  office,  or  did  not 
allow  it  to  be  used  in  my  correspondence.  I  had  told  him  that  I 
was  putting  the  thing  up  to  the  people  of  ]\Iississippi,  and  that  I 
was  experimenting  in  social  service.  I  asked  him  what  he  thought. 
He  said,  "  If  it  works  as  I  see  it  is  working,  and  you  are  getting 
the  revenue,  and  you  are  not  going  to  have  any  law-suits,  or  fights, 
and  everybody  seems  to  be  in  good  humor,  don't  let  any  profes- 
sional economist  come  along  and  tell  you  that  the  sales  tax  isn't  a 
good  thing." 

]\Ielven  Cornish  (Oklahoma)  :  Oklahoma  is  one  of  the  sales 
tax  states  of  the  Union.  Our  sales  tax  was  passed  in  the  closing 
hours  of  the  fourteenth  legislature  in  1934.  There  were  those  who 
sought  to  throw  us  into  turmoil  over  the  sales  tax  in  order  to  defeat 
the  passage  of  the  net  income  tax  law,  but  they  did  not  succeed  in 
doing  that,  and  we  held  back  until  the  closing  hours  of  the  four- 
teenth legislature,  after  the  net  income  tax  law  had  been  passed. 
Then  came  the  sales  tax.  After  it  was  passed,  I  hot-footed  it  down 
to  ]\Iississippi  to  confer  with  Mr.  Stone  who  just  addressed  you. 
I  hopped  down  in  my  Chevrolet  with  my  wife,  to  confer  with  Mr. 
Stone,  as  to  how  the  sales  tax  was  being  enforced  and  administered 
in  the  state  of  Mississippi. 

We  have  passed  in  the  state  of  Oklahoma  the  sales  tax  law  at  a 
rate  of  one  percent,  which  is  good  for  $5,000,000,  at  that  rate.  As 
to  what  we  have  done  in  the  relation  of  the  sales  tax  to  reduction 
of  ad  valorem  taxes,  we  have  solved  tliat  in  the  state  of  Oklahoma, 
as  I  told  you  this  morning.  We  have  absolutely  reduced  within  the 
last  four  years  the  ad  valorem  taxes  upon  the  lands  and  homes  and 
visible  property  of  the  average  man  and  woman  by  fifty  percent, 
and  the  reduction  is  actually  a  reality.     Now,  that  is  that. 

What  is  the  relation  of  the  sales  tax  to  the  reduction  of  ad  valorem 
taxes  ?  In  our  sales  tax  law  in  the  state  of  Oklahoma  we  provide 
that  fifty  percent  of  the  entire  collections  of  the  sales  tax  law,  which 
collections  are  practically  $5,000,000  per  year  upon  the  basis  of  one 
percent,  shall  go  down  to  the  various  counties  of  the  state,  to  be 
distributed  to  the  various  school  districts,  but  that  the  ad  valorem 
levies  for  the  support  of  schools  must  be  reduced  by  a  correspond- 
ing amount.  Every  dollar  of  the  proceeds  of  the  sales  tax  collection 
goes  to  the  benefit  of  the  common  schools,  seventeen  and  one-half 
percentum  to  the  relief  of  so-called  weak  schools,  thirty  percent  to 
the  payment  of  outstanding  and  unpaid  warrants  issued  for  the 
support  of  schools,  three  percent  for  the  expense  of  collection,  and 
the  fifty  percent  goes  to  the  various  counties  to  be  distributed  to  the 
school  district.     As  I  said,  for  fifty  percent  of  every  dollar  that  is 
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collected  from  the  sales  tax  going  down  to  the  school  district  of  the 
counties,  there  must  be  a  corresponding  reduction  in  the  ad  valorem 
levy.     We  have  solved  that  in  Oklahoma. 

Ch.mrman  L.  M.  IMetzgkr  :  I  am  granting  to  Dr.  Bullock  three 
minutes  additional. 

Chx\rles  J.  BuLi.ocK  (^Massachusetts)  :  Two  months  ago  I  rode 
into  Jackson,  Mississippi.  I  went  into  the  tax  commission  office 
and  I  found  an  office  which,  at  this  moment,  I  believe  is  the  best 
tax  commission  office  in  the  United  States,  on  account  of  the  re- 
markable men  that  Mr.  Stone  has  called  there  and  put  under  him  as 
heads  of  his  departments.  He  was  away,  at  New  Orleans,  attending 
a  meeting  of  the  directors  of  the  land  bank  at  New  Orleans.  I  got 
into  his  office  when  he  was  not  there,  and  I  went  through  it  with 
his  department  heads.  I  am  glad  he  was  not  there.  I  saw  a  mar- 
velous office.  The  marvelous  thing  about  it  was  the  character  of 
the  men  and  the  spirit  that  pervaded  the  whole  organization.  I  am 
not  going  to  talk  about  the  Mississippi  sales  tax.  I  pulled  up  at 
plenty  of  gas  stations  in  Mississippi,  and  at  those  gas  stations  I 
asked  about  the  sales  tax.  At  one  or  two  stations  they  didn't  know 
much  about  it,  but  everywhere  else  they  said,  "  It  saved  our  state." 
The  economists  and  tax  administrators  ought  to  know  something 
about  that. 

George  H.  Sulliv.vx  (Minnesota)  :  It  has  been  very  plain,  not 
only  today  but  for  years,  that  new  sources  of  revenue  would  have 
to  be  developed.  One  has  been  found  in  the  sales  tax.  I  am  direct- 
ing your  attention  that  we  will  at  our  meeting  direct  j^our  attention 
to  a  very  prolific  source  of  tax  revenue  that  some  people  think  has 
expired  or  is  about  to  expire,  and  that  is  the  tax  upon  banks.  My 
researches  show  that  many,  many  millions  of  dollars  have  been  lost 
to  the  treasuries  of  the  state,  to  the  treasuries  of  the  counties  and 
the  municipalities  by  the  ingenuity  of  the  bankers  and  their  lawyers. 
They  represent  the  only  type  of  property  that  has  succeeded  in  ten 
years  past  in  reducing  the  amount  of  their  taxation.  I  call  attention 
to  the  state  of  Oklahoma,  which  once  derived  a  revenue  of  a  million 
dollars  a  year  from  national  banks,  and  my  understanding  is  that 
has  been  reduced  to  $2,489  a  year.  The  reduction  in  Alabama  was 
from  $400,000  to  $35,000  a  year,  and  in  some  states  nothing  at  all — 
a  species  of  property  that  ought  to  be  taxed  the  same  as  real  estate 
or  any  other  property ;  and  I  hope  we  will  find  ways  and  means  at 
our  meeting  this  afternoon  of  further  impressing  the  fact  upon 
Congress  and  upon  the  taxing  authorities  and  legislatures  of  the 
nation. 

Chairman  L.  D.  Metzger  :  Any  one  else  on  sales  taxes  ? 
Carl  Shoup   (New  York)  :  I  want  to  say  that  the  point  raised 
by  Dr.  Jacoby,  a  few  minutes  ago,  was  very  interesting.     You  will 
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recall  it  has  to  do  with  the  separate  charging  of  the  tax.  I  think 
the  point  is  of  great  importance.  Briefly,  the  issue  is  this,  if  a  sales 
tax  is  enacted  at  a  rate,  shall  we  say  of  two  percent,  or  greater,  on 
retail  sales,  and  if  there  is  nothing  in  the  state  law  to  compel  the 
retailers  to  charge  the  tax  separately,  the  question  is,  over  a  period 
of  months,  say  after  a  year  has  passed,  will  they  through  coopera- 
tive action  still  charge  the  tax  as  a  separate  item? 

As  I  indicated  in  my  talk,  I  for  one  do  not  know.  !My  feeling  at 
first  was  they  would  not.  It  is  true  that  the  large  retailers  in  most 
instances  seem  to  be  favorably  inclined  towards  that,  but  they  have 
to  count  on  the  cooperation  of  the  smaller  ones.  Now,  that  is  a 
question  on  which  I  personally  would  like  to  hear  something.  For 
instance,  Michigan  is  in  a  very  crucial  position  that  way,  because 
there  is  nothing  to  compel  them  to  do  that,  and  yet  I  understand 
the  retailers  are  still  doing  it  to  some  extent.  I  would  like  to  know 
about  that,  if  someone  from  Michigan  can  inform  us. 

There  is  another  point  that  impresses  me,  and  that  is  that  the 
retailers  themselves  have  always  been  eager  for  a  compulsory  feature 
in  the  law.  They  do  not  say,  '"  Let  us  do  it;"  they  say,  "  IMake  us 
do  it."  My  question  is  more  or  less  in  suspension  at  the  moment, 
but  I  would  like  to  find  out.  It  hinges  on  the  whole  question  of 
whether  or  not  the  public  is  going  to  be  tax-conscious  to  the  retail 
sales  tax.  Although  I  did  not  indicate  it  in  my  paper,  I  certainly 
would  hate  to  see  any  decrease  in  tax-consciousness,  because  if  there 
is  anything  we  need  at  the  present  time,  it  is  more  and  more  a  feel- 
ing of  tax-consciousness,  and  is  of  vital  importance  to  the  sales  tax. 

Charles  J.  Tobix  (New  York):  I  want  to  ask  a  question  of 
Professor  Shoup.  He  has  had  a  lot  of  experience  in  this  particular 
subject  matter,  and  I  would  like  to  ask  him  why  it  should  be  sep- 
arately charged. 

Chairman  L.  D.  ]\Ietzger:  T  think  he  has  told  you  wliy  the 
merchants  want  it. 

Charles  J.  Tobix  :  I  am  asking  liis  experience  why. 

Chairman  L.  D.  Metzger  :  He  is  asking  you,  Dr.  Shoup,  in 
your  experience  why  should  there  be  a  separation  between  the  tax 
and  the  price  of  the  article. 

Charles  J.  Tobin  :  I  am  asking  you  as  one  who  has  given  the 
subject  such  great  study  and  investigation,  and  with  the  knowledge 
that  you  have  in  writing  the  book  you  have,  why  should  there  be 
this  separation. 

Carl  Shoup:  It  ought  to  be  a  good  thing  if  it  were  done,  be- 
cause then  the  public  would  be  kept  tax-conscious.  In  the  other 
aspect  of  it,  why  shouldn't  it  occur  in  the  natural  course  of  events 
that   if  they  don't  charge   separately  there   will   be   profiteering  or 
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chiselling  or  absorption  of  the  tax  by  some  retailer  here  and  there, 
although  that  is  prohibited,  and  even  though  he  advertises  that  he 
does  not  pass  it  on  ?  I  am  not  very  familiar  with  the  retailer's 
point  of  view  as  a  retailer,  but  there  is  certainly  no  doubt  of  that 
fear  among  the  retailers.  Everywhere  you  go  you  meet  a  plea  that 
it  be  made  a  separate  charge,  because  they  say  if  no  one  charged 
separately,  some  competitor  will  actually  mark  his  prices  down,  or 
in  some  way  not  shift  it.  And,  I  think  there  is  this  to  be  said : 
that  if  the  tax  is  charged  separately  and  if  the  public  is  kept  con- 
scious of  it,  it  has  the  far  better  chance  to  be  repealed  than  if  the 
tax  is  hidden,  and  that  is  a  point  of  view  most  every  good  taxpayer 
would  want  to  take  in  respect  to  his  taxes.  There  is  also  this  other 
thing  which  does  not  seem  to  work  out  as  a  matter  of  economics, 
and  which  is  a  practical  phenomenon,  nevertheless,  tliat  would  in- 
terest the  retailers. 

John  J.  ^Merrill  (New  York)  :  On  this  one  point  that  is  just 
now  under  discussion,  I  would  like  to  say  this,  that  you  cannot 
stop  chiselling  by  any  legislative  act.  If  the  ordinary  merchant  de- 
sires to  sell  an  article  and  his  regular  price  is  $1.00  and  a  neighbor, 
who  is  the  chiseler,  wants  to  mark  his  price  98c.,  he  has  chiseled, 
and  he  has  beaten  the  provision  requiring  him  to  add  the  tax. 
Furthermore,  the  addition  of  the  tax  by  declaration  adds  tremen- 
dously to  the  complication  of  the  bookkeeping  of  the  whole  thing, 
and  after  a  pretty  careful  study  of  this  subject  for  some  three  or 
four  years,  I  will  admit  I  reached  this  conclusion,  that  a  sales  tax 
ought  in  fact  to  be  a  consumers'  tax,  because  for  instance  you  take 
the  fellow  with  a  cigar  and  newsstand,  who  does  $50,000  worth  of 
business  a  year,  if  you  put  a  two  percent  sales  tax  on  that,  you 
immediately  make  that  man's  small  business  subject  to  a  tax  of 
$1,000,  and  he  cannot  bear  that  any  more  readily  than  the  fellow 
who  owns  a  farm  and  is  over-taxed  on  his  land.  There  is  only 
one  way  to  answer  that,  because  ninety-five  percent  of  the  sales  are 
fifteen-cent  sales  or  under.  I  don't  believe  the  stamps  will  work 
out.  I  think  that  is  true.  I  have  heard  an  objection  raised  here 
to  the  tokens,  but  I  don't  think  the  objection  is  a  valid  one.  I  found 
in  figuring  it  out  very  carefully  that  on  $50,000  worth  of  business, 
with  a  one-cent  token  or  a  five-cent  token,  a  man  only  had  to  have 
one  and  one-half  dollars  worth  of  tokens  to  turn  over  in  his  estab- 
lishment to  do  that  amount  of  business,  so  there  is  no  real  burden 
on  him,  and  that  assures  the  passage  of  the  tax,  whereas,  if  you 
leave  it  the  other  way,  the  man  that  sells  a  five-cent  cigar  is  going 
to  charge  six  cents,  and  is  going  to  pay  five  cents  to  himself  and 
one  mill  to  the  state  and  put  nine  mills  in  his  own  till.  I  think  that 
is  a  valid  objection  unless  there  is  some  scheme  provided  whereby 
the  tax  can  be  limited  to  the  legitimate  amount  provided  by  law. 
I  think  any  good  sales  tax  law  will  provide  for  that  thing. 
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Now,  as  to  the  matter  of  interstate  commerce,  there  are  many 
of  those  things  that  can  be  surmounted  without  any  legislation 
whatsoever,  in  a  perfectly  valid  way.  You  take  an  article  of  such 
value  as  an  automobile,  say  $1,000;  if  you  had  a  two  percent  sales 
tax  in  New  York  State,  there  would  be  a  $20  tax  on  that  auto- 
mobile. All  you  have  to  do  to  get  away  from  the  $20  tax  that 
goes  across  the  inter-state  boundary,  is  to  exempt  the  sale  of  that 
automobile  from  your  two  percent  tax  and  provide  subsequently 
that  that  automobile,  the  first  time  it  is  registered  in  the  name  of  the 
new  owner,  shall  be  subject  to  two  percent  on  the  purchase  price 
of  the  car,  and  the  money  turned  in  to  the  sales  tax,  and  you  have 
surmounted  the  interstate  commerce  question  there.  You  take  build- 
ing materials,  or  things  of  that  kind,  you  can  surmount  that,  if  they 
are  going  across  the  river  to  buy  building  materials.  All  you  have 
to  do  is  to  shift  the  impact  of  that  tax  from  the  material  man  to 
tlie  contractor.  Undoubtedly  big  sales  can  be  surmounted  in  that 
way,  and  the  little  sales  won't  bother  you. 

Alfred  G.  Bcehler:  I  have  been  greatly  interested  in  this 
attempt  on  the  part  of  some  of  the  states  to  attach  a  feature  to  the 
sales  tax  laws  to  make  sure  that  the  consumer  will  pay  the  tax. 
It  would  seem  to  be  explained  very  largely  on  psychological  grounds. 
The  first  assumption  of  the  typical  American  \vould  probably  be 
that  the  best  tax  is  no  tax  at  all,  and  the  second  best  tax  is  one 
that  somebody  else  pays.  Now,  if  the  retailer  can  be  made  to  feel 
that  the  sales  tax  is  being  passed  onto  the  consumer,  and  if  he  does 
feel  that  the  law  says  the  tax  must  be  passed  on,  then  his  objection 
to  the  tax  is  less  vigorous.  I  don't  know  if  my  reasoning  here  is 
sound,  but  this  whole  matter  of  writing  into  the  law  that  a  sales 
tax  be  shifted,  after  all  is  primarily  a  matter  of  window  dressing. 
It  makes  retailers  believe  that  the  tax  will  be  passed  on,  but,  after 
all  can  the  tax  be  passed  on?  Now,  if  I  ask  a  retailer  if  he  is 
passing  on  his  sales  tax,  he  may  saj'  yes,  or  he  may  say  no.  Does 
the  retailer  always  know  if  he  is  always  passing  on  his  tax?  I  have 
asked  some  business  men  if  they  can  pass  on  their  income  tax  and 
quite  a  few  of  them  have  said  yes,  they  can  pass  on  the  income  tax. 
So,  it  seems  to  simmer  down  to  this,  that  writing  these  provisions 
into  the  law  may  make  the  retailers  feel  a  little  better  about  the 
sales  tax,  and  may  soften  tlicir  opposition  somewhat.  It  may  be  an 
advantage  or  disadvantage,  whichever  way  you  look  at  it.  Person- 
ally, I  think  it  is  an  advantage,  in  keeping  the  ta.x  before  the  con- 
sumer public,  so  that  they  will  be  constantly  conscious  of  the  tax; 
but,  so  far  as  changing  the  fundamental  forces  that  make  for  shift- 
ing or  not  shifting  the  tax,  I  cannot  see  that  these  provisions  make 
for  that.  The  tax  tends  to  be  shifted  as  a  general  rule,  Imt  it  may 
or  may  not  be.     This  is  simply  window-dressing. 
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Chairman  L.  D.  Metzcf-r:  I  will  turn  the  meeting  back  to  our 
president. 

Chairman  A.  E.  Holcomb:  I  certainly  made  a  successful  shift 
when  I  turned  the  meeting  over  to  Secretary  Metzger.  He  surely 
did  raise  some  discussion,  which  I  could  not  have  done,  I  am  sure. 
Now,  to  return  to  the  machinery  of  this  affair,  I  have  two  things 
to  do :  besides  making  some  announcements  through  the  secretary, 
and  one  is  that  I  am  still  shy  on  quite  a  number  of  states.  I  expect 
to  fill  them  in  by  using  my  own  judgment.  I  should  like  to  have 
suggestions  from  Kansas,  Maryland,  IMinnesota,  New  York,  Okla- 
homa, Tennessee  and  Utah.  I  don't  say  I  will  follow  the  sugges- 
tions, but  I  should  like  to  have  them.  It  is  always  a  good  thing  to 
have  suggestions  from  the  fellow  that  comes  from  a  particular  state. 

I  also  have  a  duty  to  perform  that  tends  to  the  perpetuation  of 
the  National  Tax  Association,  and  that  association  of  course  tends 
to  the  perpetuation  of  this  body,  and  that  is  the  appointment  of  a 
nominating  committee. 

We  are  certainly  rich  this  year  in  the  presence  of  ex-presidents. 
We  have  with  us  Professor  Bullock,  Governor  Bliss  of  Rhode  Island, 
Professor  Lutz  of  Princeton,  Mark  Graves  of  New  York,  Clarence 
Smith  of  Kansas,  Mr.  Edmonds  of  Pennsylvania,  and  Professor 
Fairchild  will  be  here  before  we  close.  They  are  all  ex-presidents. 
I  think  that  is  an  ample-sized  committee. 

I  will  say  that  there  are  represented  here  forty  states  and  one 
Canadian  Province  and  one  foreign  country.  Japan  is  represented 
through  an  interested  student,  who  is  attending  school  here. 

Now,  the  bank  tax  committee  meeting  that  you  have  been  asked 
to  attend  will  be  held  right  after  this  session,  in  Parlor  C.  That 
leaves  us  with  the  injunction  that  we  get  back  promptly  to  the 
night  session,  which  deals  with  federal  and  state  tax  relations,  pre- 
ceded by  two  papers  that  were  intended  to  sort  of  fit  in.  The  com- 
mittee found  itself  overwhelmed  with  duty,  and  they  could  not 
perform  a  duty  which  is  so  purely  legal,  so  we  thought  we  would 
have  as  a  preliminary,  a  discussion  by  some  well-equipped  lawyer, 
and  then  we  could  proceed  later  to  work  that  in  with  the  program. 
The  lawyers  have  done  their  work,  and  I  know  one  of  them  is  here, 
and  I  have  been  fortunate  in  securing  a  man  of  national,  if  not  inter- 
national standing,  who  I  hope  will  be  here  tonight  to  participate  in 
the  discussion  of  the  commerce  clause  question,  and  then  we  will  go 
on  without  immediate  discussion.  We  cannot  afford  to  delay.  We 
will  go  right  along  to  the  report  of  the  committee,  and  then  come 
back,  if  we  may,  to  the  discussion,  if  there  is  time.  It  is  a  highly 
technical  question,  and  one  that  we  have  got  to  turn  over  to  the 
lawyers,  really,  study  what  they  say,  and  see  if  we  agree  with  them. 

(Adjournment) 
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Tuesday,  October  2,  1934,  8 :  00  P.  ^I. 

Chairmax  a.  E.  Holcomb  :  T  will  call  the  meeting  to  order,  and 
as  we  go  along  the  other  gentlemen  who  have  strayed  away  into 
the  hall  will  probably  come  in.  We  will  proceed  with  the  program. 
This  particular  program  involves  a  somewhat  technical  legal  dis- 
cussion. Perhaps  I  should  say  that  the  last  year's  conference  in  the 
course  of  its  resoluting,  resolved  a  lot  of  things,  and  put  all  those 
jobs  up  to  a  committee  that  was  to  discuss  the  relation  of  federal  to 
state  taxes.  There  were  several  resolutions  so  directed.  It  seemed 
to  the  committee  on  program  that  it  was  hardly  fair  to  ask,  for  in- 
stance, a  committee  to  make  a  report  about  a  purely  legal  question, 
which  is  highly  technical  in  its  character.  W'e  thought  rather  that 
it  would  be  better  for  some  lawyers  to  give  us  the  benefit  of  their 
experience,  and  their  thought,  and  then  we  could  use  that  in  fur- 
thering the  report  which  involves  this  question  to  a  certain  extent. 
We  thought  that  of  all  the  men  that  had  written  in  recent  months 
on  the  subject.  Professor  Lowndes  of  Duke  University  Law  School 
would  perhaps  help  us,  by  giving  us  some  discussion  of  this  question 
that  had  been  submitted  to  what  we  call  now  the  Bond  Committee. 
Then  we  thought  that  tliat  was  hardly  fair  either,  because  it  involved 
a  discussion  of  what  he  might  say,  so  then  we  thought  that  we  ought 
to  have  somebody  to  lead  us  into  the  discussion  of  his  paper.  An- 
other versatile  and  active  student  of  the  subject  of  the  commerce 
clause  is  Dr.  Henry  Rottschaefer,  of  the  University  of  Minnesota 
Law  School,  and  he  kindly  consented,  but  I  must  say  that  we  gave 
him  scant  time  to  consider  the  paper  that  he  was  to  discuss.  He 
said  at  the  start  that  he  could  not  l)e  here,  and  therefore  I  have 
asked  that  his  paper  l)e  read  by  a  gentleman  wlinm  I  see  now  ap- 
proaching, and  I  will  introduce  him  later. 

We  now  have  the  pleasure  of  listening  to  a  paper  by  Professor  C. 
L.  B.  Lowndes,  formerly  of  the  Georgetown  University  Law  School, 
now  at  Duke  University  Law  School,  Durham,  North  Carolina — 
Mr.  Lowndes. 

C.  L.  B.  Lowndes  (North  Carolina)  :  I  don't  read  very  well  and 
I  don't  talk  very  well,  but  I  talk  better  than  I  read,  so  I  thought  I 
would  try  to  summarize  what  T  said  in  the  paper,  and  then  if  the 
secretary  wants  to,  he  can  print  the  pajjcr  in  the  National  Tax 
Association  proceedings. 

(138) 
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STATE  TAXATION  OF  INTERSTATE  SALES 

CHARLES  L.  B.  LOVVXDES 

Professor  of  Law,  Duke  University 

The  citizens  of  a  state  which  has  a  sales  tax  may  contine  their 
minor  purchases  to  local  sources.  They  are  apt,  however,  to  go 
bargain-hunting  abroad  for  their  major  necessities:  to  order  goods 
to  be  shipped  into  them  from  other  states.  These  transactions  con- 
stitute interstate  commerce,  and  under  the  presently  prevailing  de- 
cisions of  the  United  States  Supreme  Court  are  probably  imnmne 
from  state  sales  taxation.^ 

The  effect  of  this  immunity  upon  local  business  is  perhaps  more 
serious  than  the  loss  to  the  state  revenues.  It  may  appear  that  the 
local  merchant  should  offset  his  loss  in  intrastate  trade,  due  to  his 
state's  sales  tax,  by  an  increased  interstate  dealing  with  the  citizens 
of  other  states,  who  are  seeking  to  avoid  their  sales  taxes.  But  as 
Mr.  Perkins  points  out  in  his  excellent  discussion  of  this  subject  in 
a  recent  issue  of  the  Xortli  Carolina  Lazu  Rcviczv,-  matters  will  not 
work  out  in  precisely  this  fashion.  Interstate  buying  tends  to  seek 
the  larger  sources  of  supply.  It  favors  the  nationally  known  dis- 
tributor and  the  nationally  advertised  product.  In  interstate  buying 
and  selling  the  large  commercial  states  should  prosper  at  the  expense 
of  less  industrialized  areas.  The  nationally  known  distributor  and 
the  widely  advertised  commodity  profit  to  the  detriment  of  the  small 
local  merchant  and  the  local  product. 

It  is  obvious  that  a  state  sales  tax  is  not  an  uniformly  appealing 
proposition,  unless  some  method  can  be  devised  to  reach  interstate 
as  well  as  local  sales.  The  purpose  of  this  paper  is  to  discuss  the 
proposed  federal  statute  "'  which  will  authorize  a  tax  upon  interstate 

^  My  colleague,  Professor  D.  B.  Maggs,  feels  that  there  is  some  possi- 
bility that  the  Supreme  Court  might  uphold  a  non-discriminatory  state  tax 
on  interstate  sales.  In  this  connection  a  recent  decision  of  the  Pennsylvania 
Supreme  Court  is  interesting.  See  Contmonivcalth  v.  Wiloil  Corporation, 
173  Atl.  404  (Pa.  1934). 

-  E.  M.  Perkins,  T/ie  Sales  Tax  ami  Transactioits  in  Interstate  Commerce, 
12  X.  C.  L.  Rev.  99  (1934). 

3  The  proposed  statute  which  is  entitled  "  A  Hill  to  Regulate  Sales  in 
Interstate  Commerce''  reads  as  follows: 

"  Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  tlie  United 
States  of  America  in  Congress  assembled,  That  as  a  regulation  of  interstate 
commerce,  all  taxes  or  excises  levied  by  any  State  upon  sales  of  tangible 
personal  projierty,  or  measured  by  sales  of  tangible  personal  property,  may 
be  levied  upon,  or  measured  by,  sales  of  like  property  in  interstate  com- 
merce, by  the  State  into  which  the  j)roperty  is  moved  for  use  or  consump- 
tion therein,  in  the  same  manner  and  to  the  same  extent  that  said  taxes  or 
excises  are  levied  upon  or  measured  by  sales  of  like  projjerty  not  in  inter- 
state commerce :  Provided,  That  no  State  shall  discriminate  against  sales  of 
tangible  personal  j^roperty  in  interstate  commerce,  nor  shall  any  State  dis- 
criminate against  the  sale  of  products  of  any  other  State  :  I'roxiiled  further. 
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sales  by  the  buyer's  state.  It  may  be  well  to  comment  briefly  upon 
some  of  the  constitutional  aspects  of  this  type  of  legislation  and 
then  to  hazard  some  conclusions  about  its  probable  efficacy. 

From  the  viewpoint  of  the  Federal  Constitution  there  are  two 
major  obstacles  to  state  taxation  of  interstate  sales.  The  first  difh- 
culty  comes  from  the  clause  giving  Congress  power  to  regulate 
commerce  between  the  states.  The  second,  which  is  no  less  real, 
although  it  seems  to  have  excited  less  considered  attention,  is  a 
jurisdictional  one,  which  is  related  to  the  Federal  Constitution 
through  the  somewhat  elastic  medium  of  the  Fourteenth  Amendment. 

There  is  no  explicit  provision  in  the  Federal  Constitution  which 
denies  the  power  to  regulate  interstate  commerce  to  the  states.'* 
The  negatives  on  state  action  have  been  deduced  to  the  courts  from 
the  positive  grant  to  Congress  of  the  power  in  conjunction  with  the 
judicial  ideal  of  the  national  interest  to  be  effectuated  by  the  grant. 

State  legislation  which  is  in  conflict  with  an  explicit  congres- 
sional regulation  of  interstate  commerce  cannot  be  sustained.  Not 
only  would  the  grant  of  power  to  regulate  commerce  between  the 
states  be  seriously  impaired  unless  it  carried  this  implication  of 
federal  supremacy,  but  the  Federal  Constitution  provides  explicitly 
that  the  laws  of  the  United  States  shall  be  the  supreme  law  of  the 
land.'"'  The  doctrine  that  the  states  cannot  act  where  congressional 
regulation  has  already  occupied  the  field  is  a  somewhat  fictitious 
extension  of  the  same  idea. 

In  the  absence  of  any  action  by  Congress,  the  validity  of  state 
legislation  is  determined  by  a  judicial  judgment  as  to  the  probable 
effect  of  the  state  statute  upon  the  national  policy  of  free  intercourse 
between  the  states.  The  result  of  the  Court's  decision  to  deny  the 
competence  of  state  action  in  a  given  case,  is  usually  verbalized 
under  the  formula  that  the  state  undertook  to  legislate  with  respect 
to  a  matter  which  demands  a  uniform  rule  and  which,  therefore, 
falls  within  the  exclusive  power  of  Congress.  The  customary  ver- 
balization, where  state  legislation  is  tolerated,  is  that  the  state  has 
not  undertaken  to  affect  a  subject-matter  necessitating  national  uni- 

That  no  State  shall  levy  any  tax  or  excise  uixm,  or  measured  by,  the  sale 
in  interstate  commerce  of  tangible  ])ersonal  proi)erty  transjiorted  for  the 
purpose  of  resale  by  the  consignee :  Provided  further,  That  no  political 
subdivisions  of  any  State  shall  levy  a  tax  or  excise  upon,  or  measured  by, 
sales  of  tangible  personal  property  in  interstate  commerce. 

"  For  the  purposes  of  this  section  a  sale  of  tangible  personal  property 
transported,  or  to  be  trans])orted,  in  interstate  commerce  shall  be  considered 
as  made  within  the  State  into  which  such  property  is  to  be  transported  for 
use  or  consumption  therein,  whenever  such  sale  is  made,  solicited,  or  nego- 
tiated in  whole  or  in  part  within  that  state." 

4  The  Federal  Constitution  merely  provides  that  Congress  shall  have 
power  "To  regulate  commerce  with  foreign  nations,  and  among  the  several 
states,  and  with  Indian  tribes."     Art.  T,  sec.  8. 

5  Art.  VI. 
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forniity,  ami  therefore,  the  state  legislature  has  acted  competently 
under  a  concurrent  power,  which  is  only  suhordinate  to  an  explicit 
exercise  of  the  congressional  will. 

The  surface  difficulty  with  the  proposal  to  have  Congress  author- 
ize state  taxation  of  interstate  sales  is  that  this  appears  to  be  an 
attempt  upon  the  part  of  Congress  to  submit  to  the  regulation  of  the 
states  a  subject  which  has  usually  been  categorized  as  one  within 
the  exclusive  power  of  Congress.  It  is  open  to  the  attack  of  an 
unconstitutional  delegation  to  the  states  of  the  congressional  power 
over  interstate  commerce.     This  objection  is  not  insuperable. 

A  similar  difficulty  was  successfully  surmounted  in  the  state  pro- 
hibition cases.  After  the  Supreme  Court  had  held  that  the  dry 
.states  could  not  constitutionally  regulate  interstate  shipments  of 
liquor,*^  Congress  passed  the  Wilson  and  the  Webb-Kenyon  Acts 
which  subjected  interstate  traffic  in  liquor  to  the  state  prohibition 
laws.  The  Supreme  Court  upheld  both  enactments,"  meeting  the 
argument  of  an  unconstitutional  delegation  of  power  by  the  obser- 
vation that  Congress  had  not  delegated  the  power  to  regulate  inter- 
state commerce  to  the  states,  but  had  itself  exercised  this  power  by 
divesting  interstate  shipments  of  liquor  of  their  character  as  inter- 
state commerce. 

It  is  obvious  that  the  same  reasoning  would  sustain  a  federal 
statute  authorizing  a  state  sales  tax  on  interstate  sales.  As  an  ab- 
stract intellectual  concept  it  is  possible  to  view  such  a  statute  as  a 
delegation  of  the  congressional  power  over  interstate  commerce,  or 
as  a  congressional  regulation  of  inter.state  commerce  by  divesting 
such  sales  of  their  character  as  interstate  commerce  and  their  con- 
sequent immunity  from  state  taxation.  The  rejoinder  to  a  possible 
objection  that  this  same  reasoning  would  authorize  a  tax  by  the 
seller's  state  as  well  as  that  of  the  buyer,  and  encourage  double 
taxation,  might  be,  that  the  immunity  has  not  been  stripped  to  that 
extent. 

There  are,  of  course,  inherent  logical  difficulties  in  the  reasoning 
of  the  liquor  cases.  In  order  to  sustain  state  regulation  of  the 
interstate  liquor  traffic,  the  Supreme  Court  had  to  uphold  the  con- 
stitutionality of  the  state  laws  as  well  as  that  of  the  Wilson  and 
Webb-Kenyon  Acts.  Conceivably  the  federal  laws  might  be  treated 
as  a  regulation  of  interstate  commerce  by  the  federal  legislature. 
But  if  we  start  with  a  basic  premise  that  the  power  of  Congress  tO' 
regulate  such  shipments  is  exclusive,  it  is  difficult  to  perceive  the 
analytical  basis  for  sustaining  the  state  laws.  Upon  the  hypothesis 
that  the  states  had  no  original  power  to  regulate  interstate  ship- 

^  Boiaman  v.  Chicago  &  S'orthwestern  Ry.  Co.,  125  U.  S.  465  (1S88); 
Leisy  v.  Ilardin,  135  U.  S.  100   (1890). 

'In  re  Rahrer,  140  U.  S.  545  (1891)  (Wilson  Act)  ;  Clark  Distilling  Co. 
V.  Western  Maryland  Raihuav  Co.,  242  U.  S.  311  (1917)  (Webb-Kenyon 
Act). 
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ments  of  liquor,  the  conclusion  that  the  state  laws  which  did  regulate 
this  traffic  were  the  exercise  of  a  delegated  power  seems  almost 
inevitable. 

The  argument  by  which  the  Court  met  the  objection  that  Con- 
gress had  delegated  its  power  to  regulate  interstate  commerce  seems 
to  have  been  this.  Congress  had  not  delegated  the  power  over  inter- 
state commerce,  but  had  itself  exercised  that  power  by  divesting 
interstate  shipments  of  liquor  of  their  character  of  interstate  com- 
merce. Since  such  shipments  were  thus  removed  from  the  stream 
of  commerce,  the  states  could  regulate  them  under  their  police 
powers  without  any  exercise  of  the  commerce  power.  The  vice  in 
this  approach  is  that  it  presupposes  an  extremely  unreal  conception 
of  interstate  commerce. 

Interstate  shipments  of  liquor  continued  to  move  across  state 
lines  after  the  Wilson  Act  and  the  Webb-Kenyon  Act.  It  is  not 
unreasonable  to  say  that  they  had  been  divested  of  their  immunity 
from  state  regulation.  But  to  say  that  they  were  no  longer  inter- 
state commerce;  that  they  have  been  divested  of  their  character  of 
interstate  commerce,  involves  an  extremely  legalistic  definition  of 
such  commerce.  It  necessitates  a  definition  of  interstate  traflfic 
which  prescinds  entirely  from  any  factual  basis.  It  is  an  illustra- 
tion of  the  most  extreme  type  of  legal  conceptualism,  w-hich  is  in 
general  disrepute  today  with  constitutional  scholars. 

To  escape  a  delegation  of  power  in  the  state  prohibition  cases  the 
modern  analysts  of  constitutional  jurisprudence  have  felt  it  neces- 
sary to  post  an  original  powder  over  interstate  commerce  in  the 
states,  a  theory  which  is  subsumed  under  the  title  of  the  "  Silence  of 
Congress."  This  view,  which  is  advocated  by  Mr.  Perkins  in  his 
article  on  this  subject,  is  that  the  states  have  the  power  to  reg^jlate 
interstate  commerce  as  long  as  this  does  not  conflict  with  congres- 
sional regulation.  The  conflicting  congressional  regulation  may  be 
either  explicit  or  implied  from  the  silence  of  Congress  in  a  field 
where  uniform  treatment  is  desirable.  The  corollary  from  this 
theory  for  our  purposes  is,  of  course,  that  an  explicit  congressional 
assent  to  state  taxation  of  interstate  sales  would  be  constitutional. 

jManifestly,  however,  the  silence  of  Congress  is  a  pure  fiction, 
designed  to  rationalize  a  result  rather  than  to  reflect  accurately  the 
actual  judicial  process.  In  articulating  the  silence  of  Congress,  the 
Court  consciously  or  unconsciously  projects  its  own  views  as  to 
the  effect  of  state  action  upon  the  national  interest  in  promoting  a 
freely  flowing  commerce  between  the  states.  The  silence  of  Con- 
gress is  the  dictum  of  the  Court. 

In  constitutional  law  it  is  wise  to  differentiate  the  legalistic  argu- 
ments which  may  be  used  to  rationalize  results,  from  the  moving 
considerations  which  determine  results.  Two  facts  are  important 
here. 
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There  are  a  few  powers  of  Congress  which  under  the  Constitu- 
tion are  explicitly  exclusive,  either  because  they  are  given  in  terms 
of  an  exclusive  grant,  or  because  the  states  are  explicitly  denied  their 
exercise.  The  conunerce  power  is  not  one  of  them.  When  a  state 
regulation  which  affects  interstate  commerce  is  invalidated,  this  is 
done  because  the  Court  feels  that  it  is  of  a  type  which  cannot  be 
reconciled  with  the  national  policy  of  an  unfettered  commercial 
intercourse  between  the  states. 

Congressional  authorization  of  state  regulation  of  interstate  com- 
merce is  tantamount  to  a  declaration  by  the  national  legislature  that 
this  does  not  conflict  with  national  interest.  The  essential  problem 
in  connection  with  congressional  action  of  this  type  is  who  is  the 
final  arbiter  of  the  exigencies  of  national  interest  in  this  field.  Con- 
gress or  the  Supreme  Court.  To  hold  such  a  statute  unconstitu- 
tional the  Court  must  pit  its  judgment  against  that  of  Congress  and 
declare  in  effect  that  it  is  the  ultimate  arbiter  of  national  policy. 
It  is  conceivable  that  the  Court  might  do  this.  It  did  something 
very  close  to  it  in  the  admiralty  cases,  which  involved  a  somewhat 
analogous  situation. ^  But  it  is  highly  unlikely  that  the  present 
"  liberal  "  Court  will  overrule  the  judgment  of  Congress  unless  it  is 
obx'iously  outrageous.  There  seems  to  be  nothing  even  remotely 
unreasonable  about  a  statute  which  will  authorize  the  states  to  tax 
interstate  sales.  To  a  certain  extent  this  will  discourage  such  sales. 
But  it  does  not  discriminate  against  them.  This  is  not  a  discrimi- 
nation against  interstate  commerce.  It  merely  removes  a  discrimina- 
tion against  intrastate  commerce.  Interstate  sales  are  treated  no 
worse  than  local  transactions.  They  are  simply  put  on  an  ecjual 
footing. 

The  other  factor  which  seems  decisive  in  this  connection  is  the 
consistent  deference  of  the  Supreme  Court  to  the  judgment  of  Con- 
gress upon  questions  of  national  interest  in  cases  of  this  complexion. 
The  state  prohibition  cases  are  one  of  a  multitude  of  instances 
where  Congress  has  authorized  state  action  upon  matters  where  state 
legislation  would  have  been  incompetent  without  congressional 
sanction.  Professor  J.  A.  C.  Grant  in  a  recent  article  in  the  Colum- 
bia Law  Rcz'iczv "  points  out  that  these  statutes  have  been  held 
uniformly  constitutional.  It  is  possible  that  the  action  of  Congress 
might  be  invalidated  by  the  Supreme  Court  in  a  case  where  it  was 
manifestly  unreasonable.  This  is  not  our  problem.  It  is  highly 
unlikely  that  the  Court  will  depart  from  the  established  judicial 
deference  to  the  judgment  of  Congress  in  matters  of  national  in- 
terest, where  the  subject  involved  is  nothing  more  serious  than  a 
non-discriminatory  state  tax  on  interstate  sales. 

8  See  Southern  Pacific  Co.  v.  Jensen,  244  U.  S.  205  (1917)  ;  Knickerbocker 

Ice  Co.  V.  Stewart,  253  U.  S.  149  (1920)  ;  Washington  v.  Dawson  &  Co., 
264  U.  S.  219  (1924). 

934  Col.  L.  Rev.  995  (1934). 
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The  restrictions  in  the  federal  Constitution  upon  a  federal  tax 
upon  exports  from  any  state  and  upon  a  state  tax  upon  imports 
and  exports  ^'^  are  not  important  in  this  connection  in  view  of  the 
apparently  settled  doctrine  that  imports  and  exports  are  limited  to 
foreign  commerce. ^^  A  line  of  decision  which  might  possibly  give 
some  difficulty  are  the  admiralty  cases  which  have  held  that  a  uni- 
form maritime  law  cannot  be  varied  by  state  legislation,  even  with 
the  consent  of  Congress.^-  This  is  a  problem  which  is  both  too 
large  and  too  technical  for  our  present  discussion,  but  I  should  like 
to  point  out  to  any  of  you  who  may  be  familiar  with  the  admiralty 
decisions  that  they  should  not  constitute  a  serious  objection.  The 
admiralty  cases  represent  a  rather  unique  phenomenon  in  constitu- 
tional jurisprudence.  They  were  distinguished  successfully  in  the 
state  liquor  cases.  The  Court  should  have  no  difficulty  distinguish- 
ing them  again  in  a  commerce  case. 

There  is  no  genuine  obstacle  to  a  federal  statute  authorizing  state 
taxation  of  interstate  sales  from  the  viewpoint  of  the  commerce 
clause.  However,  there  is  a  jurisdictional  difficulty  here  which 
should  not  be  minimized.  A  recent  Supreme  Court  decision  raises 
a  related  problem. 

In  Standard  Oil  Co.  v.  Calijoniia  ^^  the  state  of  California  sought 
to  exact  a  license  tax  of  three  cents  a  gallon  on  gasoline  which  was 
sold  to  a  post  exchange  on  an  army  post.  The  gasoline  was  carried 
in  trucks  to  the  post  and  sold  there  to  the  post  exchange.  The  state 
supreme  court  upheld  the  tax  upon  the  theory  that  a  post  exchange 
was  not  an  instrumentality  of  the  federal  government.  The  Supreme 
Court  of  the  United  States  reversed  the  decision  of  the  state  court 
upon  the  ground  that  the  army  post  was  under  the  exclusive  juris- 
diction of  the  federal  government  and  the  state  could  not  tax  a  sale 
consummated  there.  There  was  a  jurisdictional  if  not  a  geographic 
extraterritoriality  which  was  fatal  to  the  constitutionality  of  the  tax. 
It  would  seem  to  follow  that  if  the  sale  had  been  made  in  another 
state  California  could  not  have  taxed  it.  Consider  the  bearing  of 
this  decision  upon  our  present  problem. 

It  is  axiomatic  that  a  state  cannot  tax  property,  persons  or  trans- 
actions beyond  its  jurisdiction.  The  attempt  to  do  so  has  repeatedly 
been  held  to  be  a  deprivation  of  due  process  of  law  within  the  terms 
of  the  Fourteenth  Amendment.  Conceding  that  the  federal  legisla- 
ture may  authorize  a  tax  on  interstate  sales  as  far  as  the  prohibition 
against  state  regulation  of  interstate  commerce  is  concerned,  may 
Congress  constitutionally  fix  the  situs  of  such  transactions  within 

^0  Art.  I,  sees.  9  and  10. 

"  Woodruff  V.  Par  ham,  ii  Wall.   123   (U.  S.   1868)  ;  Pittsburg  Coal  Co.  v. 
Louisiana,  156  U.  S.  590   (1895). 
^-  Supra,  note  8. 
1354  Sup.  Ct.  381    (1934). 
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the  buyer's  state?  There  is  no  direct  authority  on  this  point.  Col- 
lateral authorities  are  vag^ue  and  conflicting.  There  are,  however,  a 
few  basic  postulates  which  may  probably  be  assumed. 

It  would  appear  to  be  obvious  that  it  the  situs  of  a  sale  is  fixed 
in  one  state,  Congress  could  not  authorize  a  state  which  has  no 
jurisdiction  over  the  transaction  to  tax  it,  even  though  it  was  re- 
lated to  interstate  commerce.  Congress  may  be  able  to  waive  the 
immunities  of  the  commerce  clause,  but  it  cannot  dispense  the  guar- 
anties of  the  Fourteenth  Amendment. 

On  the  other  hand,  it  is  equally  apparent  that  a  state  may  tax  a 
transaction  which  is  not  completely  consummated  within  its  bor- 
ders. Thus  in  Granitcvillc  iMaiuifacttiriiig  Co.  v.  Query  ^''^  notes 
were  signed  by  a  South  Carolina  corporation  in  South  Carolina  and 
sent  for  discount  to  banks  in  other  states.  The  notes  did  not  be- 
come effective  until  they  were  received  by  the  discounting  banks, 
but  the  Supreme  Court  held  that  the  tax  by  South  Carolina  upon 
these  transactions  was  constitutional.  Although  they  were  not  com- 
pletely consummated  in  South  Carolina,  sufficient  had  transpired 
there  to  give  that  state  jurisdiction  to  tax.  The  same  point  is 
demonstrated  by  the  rather  confusing  line  of  cases  on  jurisdiction  to 
tax  insurance  contracts.^''  Although  it  is  hard  to  thread  a  consistent 
doctrine  through  these  decisions,  they  make  it  manifest  that  a  state 
may  tax  a  transaction,  even  though  in  its  entirety  it  did  not  occur 
within  the  taxing  state.  On  the  other  hand,  the  transaction  must 
sustain  some  reasonable  relation  to  the  taxing  state  or  it  will  fail 
for  extraterritoriality. 

In  connection  with  interstate  sales,  the  following  assumptions 
may  be  valid,  although  in  the  absence  of  explicit  affirmation  from 
the  Supreme  Court  w-e  must  bear  in  mind  that  they  are  only  assump- 
tions. A  state  may  have  jurisdiction  to  tax  an  interstate  sale  even 
though  title  did  not  pass  within  the  taxing  state  and  the  entire 
transaction  was  not  consummated  there.  Phrasing  this  more  con- 
cretely, if  there  is  an  interstate  sale  and  title  to  the  commodities 
passed  when  they  were  started  in  transit  in  the  seller's  state,  this 
will  not  necessarily  negative  a  tax  by  the  buyer's  state  if  some 
pertinent  element  of  the  contract  was  negotiated  in  the  buyer's  state. 
Thus,  if  the  order  for  the  goods  was  sent  from  the  buyer's  state,  or 
was  solicited  or  booked  there,  or  if  the  contract  of  sale  was  made 
there,  this  should  authorize  a  tax  by  the  buyer's  state  upon  the 
contract  of  sale,  if  not  upon  the  sale  itself.     With  this  in  mind,  if 

1*283  U.  S.  376  (1931)- 

^^  Allffeyer  v.  Louisiana,  165  U.  S.  578  (1897);  Si.  Louis  Cotton  Com- 
press Company  v.  Arkansas,  260  U.  S.  346  (1922)  ;  Equitable  Life  Insur- 
ance Co.  V.  Pennsylvania,  238  U.  S.  143  (191S)  ;  Palmetto  Insurance  Ca, 
V.  Cotinecticut,  272  U.  S.  295  (1926)  ;  Compania  de  Tohacos  v.  Collector, 
275  U.  S.  78  (1927). 
10 


146  NATIONAL  TAX  ASSOCIATION 

we  revert  to  our  proposed  statute  ^'^  we  shall  find  the  concluding 
sentence  reading  as  follows:  "For  the  purposes  of  this  Act  a  sale 
of  tangible  personal  property,  transported,  or  to  be  transported,  in 
interstate  commerce  shall  be  considered  as  made  within  the  state 
into  which  such  property  is  to  be  transported  for  use  or  consump- 
tion therein,  whenever  such  sale  is  made,  solicited,  or  negotiated  in 
whole  or  in  part  within  that  State.'"  The  effect  of  the  statute  is  to 
sanction  a  tax  by  the  buyer's  state,  where  the  sale  or  some  essential 
part  of  the  negotiations  leading  up  to  the  sale  took  place  in  the 
buyer's  state.  This  would  appear  to  be  constitutional.  But  it  is 
constitutional,  not  because  Congress  can  fix  the  situs  of  the  trans- 
action where  it  chooses,  simply  because  the  commodities  which  are 
the  subject  of  the  sale  pass  in  interstate  commerce,  but  because 
there  is  a  sufficient  jurisdictional  basis  for  the  tax  apart  from  any 
congressional  action. 

The  statute,  then,  seems  to  be  constitutional.  It  does  not  conflict 
with  the  commerce  clause,  and  it  contains  self-imposed  jurisdic- 
tional limitations  which  should  escape  any  conflict  with  the  Four- 
teenth Amendment.  But  does  it  close  the  door  to  evasion  or  avoid- 
ance of  state  sales  taxation  ? 

Assume  that  a  sale  is  entirely  consummated  without  the  taxing 
state,  but  the  goods  are  later  transported  there,  can  this  transaction 
be  taxed?  North  Carolina  has  a  sales  tax.  Virginia,  her  neighbor 
to  the  north,  lacks  such  legislation.  If  a  citizen  of  North  Carolina 
crosses  the  state  line  into  Virginia  and  purchases  commodities  there, 
it  is  difficult  to  see  how  North  Carolina  can  tax  this  transaction, 
even  though  the  goods  are  shipped  or  brought  back  into  the  state. 
Although  the  proposed  federal  statute  discourages  people  in  a  sales 
tax  state  from  ordering  goods  outside  the  state,  it  does  not  deter 
them  from  crossing  state  lines  and  buying  goods  outside  the  state, 
or  perhaps,  purchasing  goods  outside  the  state  through  an  agent; 
although,  if  a  buyer  within  the  taxing  state  instructs  his  agent  out- 
side the  state  to  purchase  goods,  the  instruction  might  be  some 
jurisdictional  basis  on  which  to  posit  a  tax.  At  any  rate,  even 
federal  assistance  still  leaves  a  margin  of  non-taxable  transactions 
which  may  successfully  avoid  a  state  sales  tax. 

The  only  method  of  reaching  these  transactions  would  appear  to 
be  by  a  tax  on  use,  rather  than  sale.  That  is,  a  tax  would  be  im- 
posed on  the  local  use  of  goods  which  were  purchased  outside  the 
state  for  the  purpose  of  avoiding  a  sales  tax.  The  Supreme  Court 
has  sustained  similar  taxes  on  gasoline.^^  There  is  no  apparent 
reason  why  such  a  tax  might  not  be  levied  constitutionally  upon  the 

^'^  Supra,  note  3. 

^''Bowman  v.  Continental  Oil  Co.,  256  U.  S.  642  (1921)  ;  Hart  Refineries 
V.  Harmon,  278  U.  S.  499  (1929)  I  Gregg  Dyeing  Co.  v.  Query,  286  U.  S. 
472   (1Q32). 
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use  of  other  commodities,  vinless  there  is  some  latent  significance  in 
the  fact  that  gasoline  is  more  rapidly  consumed  by  use. 

Use  is  a  local  matter,  which  is  sufficiently  severed  from  inter- 
state commerce  to  be  taxed  without  any  enabling  federal  legislation. 
It  seems  to  me  that  it  might  well  be  argued  that  since  a  complete 
scheme  of  state  sales  taxation  should  include  a  tax  on  use,  measured 
by  sales  which  cannot  be  reached  otherwise,  that  it  would  simplify 
matters  to  tax  all  of  these  interstate  and  extra-state  sales  by  a  use 
tax,  without  resorting  to  congressional  assistance. 

Since  the  sellers  in  these  transactions  are  outside  the  taxing  state, 
there  is  no  effective  legal  method  by  which  they  can  be  compellcel 
to  pay  the  tax.  This  results  in  an  administrative  difficulty,  in  that 
it  necessitates  the  collection  of  the  tax  from  the  consumer.  The 
number  of  consumers  preponderates  so  greatly  over  the  number  of 
distributors,  that  it  is  much  easier  to  trace  and  liquidate  a  sales  tax 
liability,  if  a  direct  legal  obligation  can  be  imposed  on  the  seller  to 
pay  the  tax,  although  its  ultimate  economic  incidence  is  shifted  to 
the  buyer.  But  this  is  not  a  difficulty  which  is  peculiar  to  a  use  tax. 
The  same  ])roblem  must  be  faced  in  connection  with  the  collection 
of  a  tax  on  interstate  sales.  Congress  may  authorize  the  tax,  but  it 
has  no  constitutional  power  to  enable  the  buyer's  state  to  impose 
any  binding  legal  obligation  to  pay  the  tax  upon  an  extra-state 
vendor. 

Mr.  Perkins  suggests  in  his  article  ''^  that  this  administrative 
difficulty  might  be  overcome  by  imposing  a  lower  tax,  if  this  were 
paid  l)y  the  seller  rather  than  the  consumer.  The  object  would  be 
to  entice  the  seller  to  voluntarily  pay  the  tax,  in  order  to  avert  the 
possibility  of  a  larger  tax  by  the  buyer.  Thus  if  a  North  Carolinian 
purchased  commodities  from  a  Virginian  in  Virginia,  the  seller 
might  voluntarily  pay  a  three  per  cent  tax  to  North  Carolina  to 
prevent  that  state  from  exacting  a  four  per  cent  tax  from  the  buyer. 
The  success  of  this  plan  would  seem  to  some  extent  contingent  upon 
how  effectively  the  tax  was  enforced  against  buyers.  If  the  chance 
of  the  buyer  being  compelled  to  pay  the  tax  were  remote,  the  possi- 
bility of  a  voluntary  payment  by  the  seller  would  not  be  very  great. 
Eft'ective  enforcement  of  the  tax  against  the  buyer  would  seem  in 
turn  to  depend  upon  notice  to  the  taxing  state  of  the  sale.  Whether 
a  feasible  machinery  could  be  devised  by  which  the  states  would 
exchange  information  regarding  sales  is  a  question  which  invites 
some  expert  reflection.  Certainly,  it  seems  to  be  rather  optimistic 
to  expect  a  non-sales  tax  state  to  compel  its  distributors  to  report 
all  interstate  sales. 

The  plan  for  a  differential  where  the  tax  is  paid  by  the  distributor 
and  the  consumer  does  not,  however,  seem  to  present  any  insuper- 
able constitutional  difficulties.    A  faint  suggestion  that  this  involves 

^8  E.  M.  Perkins,  op.  cit.,  supra,  note  2  at  pp.  I06,   107, 
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a  discrimination  against  interstate  commerce  could  be  forestalled  by 
a  provision  for  a  like  differential  in  connection  with  the  local  sales 
tax.  To  prevent  evasion  of  the  local  tax  by  buyers  who  might  take 
advantage  of  the  option  of  paying  the  higher  tax  directly  to  the 
state,  to  escape  the  tax  entirely,  the  local  merchant  could  be  charged 
at  peril  with  an  accurate  record  of  the  names  and  addresses  of  the 
buyers  who  assumed  the  direct  payment  of  the  tax. 

To  conclude  our  discussion  let  me  sum  up  as  briefly  as  possible : 

The  existing  immunity  of  interstate  sales  from  state  sales  taxa- 
tion strikes  not  only  at  the  state  treasury.  It  is  a  constant  incentive 
for  interstate  buying  at  the  expense  of  local  business. 

A  federal  statute  which  will  strip  this  immunity  from  interstate 
sales  and  permit  a  tax  by  the  buyer's  state  is  probably  constitu- 
tional. It  is  not  an  unconstitutional  delegation  to  the  states  of  an 
exclusive  congressional  power  over  interstate  commerce.  More- 
over, there  is  probably  a  sufficient  jurisdictional  basis  for  the  tax 
where  the  sale,  or  some  substantial  element  in  the  negotiations 
leading  up  to  the  sale,  occurs  in  the  taxing  state. 

There  is,  however,  an  apparent  administrative  difficulty  in  collect- 
ing the  tax  from  these  interstate  sales  in  the  buyer's  state.  Since 
there  are  numerically  more  buyers  than  there  are  sellers,  it  is  easier 
to  liquidate  the  liability  for  a  sales  tax,  if  the  tax  can  be  collected 
from  the  seller.  In  an  interstate  sale  the  buyer's  state  will  normally 
lack  jurisdiction  to  impose  any  direct  legal  obligation  on  the  seller 
to  pay  the  tax.  A  substantial  differential  in  the  rate  of  tax  when 
it  is  paid  by  the  distributor  and  when  it  is  paid  by  the  consumer 
might  tend  to  entice  the  seller  into  voluntarily  contributing  the  tax.. 
But  I  must  confess  that  it  seems  to  me  that  there  is  an  almost  in- 
superable difficulty  in  tracing  these  sales,  so  as  to  bring  the  requisite 
pressure  on  buyers  to  pay  the  tax,  which  will  provide  the  needed 
incentive  to  induce  the  sellers  to  liquidate  it  voluntarily. 

Moreover,  even  federal  authorization  to  tax  interstate  sales  leaves 
a  margin  of  untaxed  transactions  where  buyers  in  a  sales  tax  state 
cross  state  lines  to  do  their  purchasing.  A  state  sales  tax,  even  with 
the  enal)ling  federal  legislation,  still  has  a  tendency  to  drive  business 
outside  the  state.  The  only  method  to  meet  this  situation  seems  to 
be  by  a  use  tax  of  probable  constitutionality.  The  difficulties  in 
administering  such  a  tax  would  appear  no  greater  than  those  which 
will  be  encountered  in  administering  a  consumers'  tax  on  interstate 
sales.  It  might  simplify  matters,  however,  if  the  attempt  were  made 
to  reach  all  of  these  interstate  and  extra-state  sales  by  a  tax  on 
local  use,  without  recourse  to  a  congressional  waiver  of  the  im- 
munity of  interstate  commerce. 
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Chairman  A.  E.  Holcomb:  That  has  been  a  splendid  presenta- 
tion. Now,  I  expect  that  if  you  are  like  myself,  you  don't  know 
just  where  you  are  at,  on  this  thing,  but  there  is  a  gentleman  here 
that  does  know  where  he  is  at,  all  the  time.  In  fact,  there  are  at 
least  two  of  them. 

Philip  Zoerchkr  (Indiana)  :  Mr.  President,  why  shouldn't  the 
speaker  leave  his  paper  with  the  stenographer,  so  there  would  not 
be  any  delay  in  the  publication  of  this  report? 

Chairman'  A.  E.  Holcomb:  We  have  his  paper,  all  right.  In 
speaking  about  the  discussion,  as  I  said,  we  turned  to  a  western 
university  law  chool  for  a  discussion  of  Professor  Lowndes'  paper, 
and  Dr.  Rottschaefer  very  kindly  responded  on  very  short  notice, 
I  must  say,  and  sent  his  paper  to  me.  It  reached  me  but  I  have 
not  read  it  myself,  and  I  don't  know  what  is  in  it,  and  probably  if 
I  had  read  it  I  should  not  know  what  was  in  it.  Anyway,  he  sent 
his  paper  and  I  have  been  wondering  what  to  do  about  the  reading 
of  it.  Yesterday  there  came  to  my  mind  a  gentleman,  who  is  now 
with  us,  who  is  eminently  qualified  by  practice  before  the  Supreme 
Court  and  by  antecedents  whom  I  revere  in  memory.  His  father 
was  the  father  of  the  city  of  New  York's  charter,  one  of  the  most 
highly  respected  gentleman  that  I  have  in  my  mind,  IMr.  William 
M.  Ivins.  I  ran  acros  Mr.  Ivins  yesterday  and  asked  him  if  he 
would  be  kind  enough  to  help  us  out  by  reading  this  paper.  It  was 
an  imposition  to  ask  him  on  such  short  notice  to  speak  on  such  a 
highly  technical  subject,  but  he  cheerfully  acquiesced  in  the  sugges- 
tion, and  he  is  here,  and  will  read  and  discuss  possibly,  I  think,  the 
paper  by  Dr.  Rottschaefer,  which  in  turn  discusses  the  paper  of  Dr. 
Lowndes,  a  summary  of  which  you  have  listened  to.  I  will  now 
introduce  Mr.  J.  S.  Y.  Ivins  of  the  District  of  Columbia  bar  and 
of  the  United  States  Supreme  Court  bar. 

J.  S.  Y.  Ivins  (District  of  Columbia)  :  Mr.  President,  and  Ladies 
and  Gentlemen,  I  am  like  Professor  Lowndes,  I  would  rather  talk 
than  read,  but  in  this  instance  I  am  also  like  Will  Rogers,  I  don't 
know  anything  except  what  I  read  in  the  paper.  So,  in  the  circum- 
stances, I  think  I'd  better  read. 

STATE  TAXATION  OF  INTERSTATE  SALES 

HENRY   ROTTSCHAEFER 
Professor,  University  of  Minnesota  Law  School 

The  discussion  that  follows  will  be  restricted  to  a  consideration 
of  the  federal  constitutional  issues  raised  by  suggested  congressional 
action  to  authorize  the  buyer's  state  to  impose  a  non-discriminatory 
sales  tax  upon  interstate  sales  to  its  residents  as  part  of  its  sales  tax 
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program.  The  relevant  constitutional  provisions  are  the  commerce 
clause  and  the  due  process  clause  of  the  Fourteenth  Amendment. 

The  commerce  clause  is  in  form  a  grant  of  power  to  Congress  to 
regulate  interstate  and  foreign  commerce.  The  existence  of  our 
federal  system  of  government  has.  however,  raised  the  problem  of 
the  effect  upon  state  powers  of  the  grant  of  this  power  to  Congress 
and  of  its  exercise  by  Congress.  The  instances  in  which  the  courts 
have  held  state  legislation  enacted  under  the  police  power  inopera- 
tive or  invalid  because  in  conflict  with  federal  legislation  referable 
to  the  commerce  power  throw  no  light  on  the  issues  raised  by  the 
proposed  bill.  Those  decisions  that  have  held  state  police  regula- 
tions and  state  taxes  invalid  for  conflict  with  the  commerce  clause, 
as  distinct  from  inoperative  or  invalid  for  conflict  with  congressional 
legislation,  are  highly  important  in  this  connection.  It  is  decisions 
of  that  character  involving  state  taxes  that  define  the  problem  con- 
fronting states  wishing  to  embark  on  a  policy  of  sales  taxes.  They 
did  not  create  the  problem;  that  was  done  when  the  Constitution 
was  framed  in  language  throwing  the  instant  problem  into  the  field 
of  the  debatable.  The  question,  therefore,  arises  —  What  is  the 
exact  scope  of  the  numerous  decisions  of  the  Supreme  Court  of  the 
United  States  in  which  it  has  refused  to  permit  states  to  enforce 
taxes  that  eitlier  imposed  a  direct  burden  on,  or  involved  a  discrimi- 
nation against,  interstate  commerce  ? 

It  is  unnecessary  to  enumerate  the  various  state  taxes  that  have 
been  judicially  determined  to  impose  a  direct  burden  on  interstate 
commerce.  Xor  is  it  essential  for  present  purposes  to  critically 
evaluate  the  principles  by  which  the  Court  has  reached  its  judgment 
that  a  given  tax  is  a  direct,  rather  than  an  indirect,  burden  on 
interstate  commerce.  It  is  sufticient  to  state  that  a  state  tax  on 
interstate  sales  is  included  among  those  held  to  impose  such  a  direct 
burden  on  such  commerce. '^  It  is,  however,  important  to  determine 
whether  those  decisions  hold  that  the  commerce  clause  itself  limits 
the  state  taxing  power  so  as  to  prevent  a  state  from  imposing  those 
taxes,  or  that  the  commerce  clause  limits  a  state  in  those  respects 
only  in  the  absence  of  congressional  assent  to  the  imposition  of  such 
burdens  by  the  states.  The  same  problem  may  be  stated  in  a  some- 
what different  form,  as  follows :  Does  the  Constitution  by  the  com- 
merce clause  establish  a  national  policy  that  interstate  commerce 
shall  be  free  from  state  taxes  imposing  a  direct  burden  thereon,  or 
does  it  merely  establish  a  national  policy  that  such  commerce  shall 
be  free  from  such  taxes  unless  Congress,  by  an  exercise  of  its 
powers  under  the  commerce  clause,  establishes  a  contrary  policy? 
The  issues  raised  by  these  questions  have  not  yet  received  a  specific 
judicial  answer.  It  is  the  hope  of  those  who  favor  the  view  that 
the  proposed  act  would  l)c  constitutional  that  there  can  be  deduced 

1  A'.  &  ir.  Ry.  Co.  V.  Sims,  igi    U.  S.  441    (1903). 
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from  certain  Supreme  Court  decisions  involvin,<;-  congressional  legis- 
lation regulating  the  interstate  transportation  of  intoxicating  liquors 
principles  broad  enough  to  require  a  decision  that  Congress  can 
regulate  interstate  commerce  generally  so  as  to  subject  interstate 
sales  to  sales  taxes  imposed  by  the  buyer's  state.  These  cases  will 
be  hereinafter  more  fully  considered. 

An  analysis  of  the  reasoning  of  the  Supreme  Court  and  other 
courts  in  the  opinions  rendered  in  the  cases  that  have  developed  the 
rules  limiting  the  taxing  power  of  states  for  the  purpose  of  pre- 
venting the  imposition  of  direct  burdens  on  interstate  commerce 
reveals  not  the  slightest  trace  of  the  view  that  the  limit  is  a  func- 
tion of  congressional  volition.  The  view  is  invariably  expressed 
that  the  commerce  clause  prohibits  the  imposition  of  state  taxes 
that  impose  a  direct  burden  on  interstate  commerce.  Even  the 
dissenting  opinions  of  Mr.  Justice  Brandeis  in  several  cases  involv- 
ing state  taxation  under  the  commerce  clause  assert  that  a  state  may 
not  so  exercise  its  taxing  power  as  to  directly  burden  interstate 
commerce ;  his  dissents  are  based  on  a  difference  of  view  as  to 
what  taxes  create  such  a  direct  burden  thereon.-  It  is,  of  course, 
quite  arguable  that  the  general  principles  announced  in  these  opin- 
ions must  be  interpreted  in  the  light  of  the  facts  of  the  cases  before 
the  courts ;  and  that,  since  none  of  them  involved  federal  legislation 
of  the  kind  now  proposed,  there  should  not  be  deduced  from  said 
principles  a  conclusion  covering  a  situation  containing  this  new 
and  vital  factor.  Legal  thinking  abounds  with  reasoning  of  this 
kind.  It  has  a  limited  validity.  However,  if  applicable  here,  cogent 
reasons  will  have  to  be  adduced  to  prevent  like  reasoning  from 
being  used  to  negative  the  more  tenuous  inferences  drawn  from  the 
decisions  involving  the  Wilson,  Webb-Kenyon  and  Reed  Acts;  and 
it  is  these  latter  decisions  on  which  proponents  of  the  proposed 
legislation  rely  most  heavily  to  sustain  its  constitutionality  so  far 
as  the  commerce  clause  is  concerned.  Those  decisions  will  now  be 
considered. 

The  efforts  of  various  states  during  the  last  (|uarter  of  the  last 
century  to  enforce  the  prohibition  of  the  manufacture,  transporta- 
tion and  sale  of  intoxicating  liquors  were  at  first  considerably 
thwarted  by  certain  decisions  of  the  Supreme  Court  holding  such 
laws  invalid  under  the  commerce  clause  if  construed  to  prevent 
interstate  sales  of  liquor,  and  the  sale  of  liquor  in  the  original 
package  even  after  its  interstate  movement  had  wholly  ended.* 
This  led  to  the  enactment  by  Congress  of  a  series  of  laws  beginning 
with  the  Wilson  Act  and  ending  with  the  Reed  Amendment  to  the 

-Ozark  Pipe  Line  Corp.  v.  Moiiier,  266  U.  S.  555  fiQ25)  ;  Texas  Trans- 
port &  Term.  Co.  v.  A'eia  Orleans,  264  U.  S.  150   (1924). 

"Bowman  v.  C.  &=  N.  W.  Ry.  Co.,  125  U.  S.  465  (188.S)  ;  Leisy  v.  Har- 
din, 13;  U.  S.  100  (1890). 
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Webb-Kenyon  Act.  The  first  of  these  made  intoxicating  liquor 
subject  to  state  prohibitory  statutes  upon  its  arrival  in  such  state, 
and  the  latter  two  in  substance  forbade  the  transportation  in  inter- 
state commerce  of  intoxicating  liquor  into  a  state  having  a  pro- 
hibition statute.  The  regulation  of  interstate  commerce  by  these 
Acts  made  the  extent  to  which  intoxicating  liquors  might  move  in 
interstate  commerce  depend  on  state  laws.  All  of  them  were  upheld 
by  the  Supreme  Court  as  valid  exercises  by  Congress  of  its  power 
to  regulate  interstate  commerce."*  The  decision  sustaining  the  Wil- 
son Act  involved  the  application  of  the  state  law  to  an  original 
package  sale  of  intoxicants  introduced  from  another  state. ^  It  war- 
rants the  conclusion  that  Congress  can,  in  some  cases  at  least, 
exercise  its  commerce  powers  in  such  manner  that  the  legal  effects 
thereof  entail  a  consequent  power  in  a  state  to  enforce  a  state  law 
that  would  be  unenforceable  but  for  such  congressional  action. 
The  decisions  sustaining  the  Webb-Kenyon  and  Reed  Acts  involved 
the  application  of  those  Acts  to  situations  within  their  provisions,^ 
although  the  opinions  assume  that  state  laws  could  be  enforced 
against  intoxicants  shipped  in  violation  of  those  federal  statutes. 
The  decisions  in  which  the  Supreme  Court  had  limited  a  state's 
power  to  affect  interstate  transactions  in  intoxicants  must,  therefore, 
be  construed  as  having  decided  only  that  the  commerce  clause  pro- 
hibited such  action  unless  Congress  should  determine  a  contrary 
policy  by  an  exercise  of  its  own  commerce  powers.  There  is  con- 
siderable language  in  the  opinions  in  those  cases  to  indicate  that  the 
Court  intended  its  decisions  therein  to  go  no  farther  than  that.''' 
There  is  no  comparable  language  in  any  of  the  decisions  limiting 
the  state's  power  to  directly  burden  interstate  commerce  by  taxation. 
nor  has  the  Court  thus  far  given  any  indication  that  every  kind  of 
state  action  heretofore  held  invalid  as  directly  burdening  interstate 
commerce  can  be  made  constitutionally  applicable  if  Congress  so 
determines  by  an  exercise  of  its  own  commerce  powers.  The  de- 
cisions do  not  warrant  the  inference  that  the  powers  of  Congress 
under  the  commerce  clause  include  the  specific  power  to  determine 
the  extent  to  which  interstate  commerce  may  l)e  affected  by  state 
action,  regardless  of  the  cliaracter  of  the  commerce  and  the  state 
control  involved. 

An  analysis  of  the  reasoning  in  the  opinion  in  Clark  Distilling 
Co.  V.  Western  Maryland  R.  Co.,  242  U.  S.  311,  the  leading  case  on 
the  validity  of  the  Webb-Kenyon  Act,  shows  that  there  are  decided, 

*  In  re  Rahrer.  140  U.  S.  545  (1891)  (Wilson  Act)  ;  Clark  DistiUing  Co. 
v.  ]Vest.  Mdc.  R.  Co.,  242  U.  S.  311  (IQ16)  (Webb-Kenyon  Act)  ;  U.  S. 
V.  Hill,  248  U.  S.  420  (1919)    (Reed  Act). 

^  In  re  Rahrer,  supra. 

^  Clark  Distilling  Co.  v.  ]Vest.  Mdc.  R.  Co.,  and  U.  S.  v.  //;//,  supra. 

'  Boiiwtan  v.  C.  &  A'.  IT.  Ry.  Co.  and  Leisy  v.  II arJin,  supra. 
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if  not  wholly  definite  limits,  to  the  power  of  Congress  to  subject 
interstate  commerce  to  state  control.  The  basis  for  sustaining  the 
Webb-Kenyon  Act  was  that  it  was  a  limited  prohibition  of  the  inter- 
state movement  of  an  article  of  commerce  whose  movement  therein 
Congress  might  have  completely  prohibited.  The  concluding  para- 
graph of  the  opinion  is  devoted  to  answering  an  argument  advanced 
by  counsel  that  to  construe  the  congressional  power  to  regulate 
interstate  commerce  so  as  to  allow  state  prohibitions  to  attach  to 
intoxicants  would  lay  the  basis  for  subjecting  interstate  commerce 
in  all  articles  to  state  control.  The  Court's  answer  was  that  -"  the 
exceptional  nature  of  the  subject  here  regulated  is  the  basis  upon 
which  the  exceptional  power  exerted  must  rest,  and  affords  no 
grounds  for  any  fear  that  such  power  may  be  constitutionally  ex- 
tended to  things  which  it  may  not,  consistently  with  the  guaranties 
of  the  Constitution,  embrace."  This  opinion  recognizes  that  con- 
gressional legislation  of  this  general  character  will  be  valid  only  in 
exceptional  cases.  It  does  not  throw  any  light  on  what  factors  will 
bring  any  given  legislation  within  this  class.  What  are  the  proba- 
bilities that  the  fiscal  convenience  of  states  will  be  held  adequate  to 
bring  congressional  legislation  within  it  ?  The  actual  decisions  give 
little  encouragement  to  advocates  of  the  proposed  legislation.  The 
force  of  the  decisions  on  the  Wilson,  Webb-Kenyon  and  Reed  Acts, 
already  discussed,  are  largely  offset  by  the  line  of  decisions  denying 
to  Congress  the  power  to  subject  transactions  cognizable  in  ad- 
miralty to  the  provisions  of  State  Workmen's  Compensation  Acts.* 
The  situation  might  be  otherwise  if  the  Court  were  to  ignore  prior 
decisions  in  order  to  construe  the  commerce  clause  in  the  light  of 
its  purposes  as  affected  by  existing  conditions.  Even  that  would 
scarcely  lead  it  to  adopt  a  general  principle  that  Congress  could, 
under  its  power  to  regulate  interstate  commerce,  define  national 
policy  as  to  the  freedom  of  interstate  commerce  from  state  action  in 
any  manner  it  chose.  The  most  the  Court  could  be  expected  to  do 
would  be  to  permit  Congress  to  do  so  within  what  the  Court  deemed 
to  be  reasonable  limits,  and  so  far  as  the  action  of  Congress  con- 
formed to  the  Court's  conception  of  the  policy  intended  to  be  pro- 
tected or  promoted  by  the  commerce  clause.  The  persistence  with 
which  the  Court  has  invalidated  non-discriminatory  state  taxes  im- 
posing direct  burdens  on  interstate  commerce,  even  when  these  de- 
cisions in  effect  amounted  to  a  discrimination  against  local  com- 
merce, indicates  that  it  considers  the  protection  of  interstate  com- 
merce against  such  taxation  an  important  element  in  the  policy 
implicit  in  the  commerce  clause.  It  is  improbable,  but  not  impos- 
sible, that  the  Court  will  subject  this  element  to  the  control  of 
Congress.     There  is  nothing  in  its  prior  decisions  requiring  it  to 

^  See  London  Guar.  ^^  Accident  Co.  v.  Industrial  Accident  Com  in.  of  Cal., 
2/9  U.  S.  109  (1928),  and  the  cases  therein  discussed. 
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do  so.  The  principle  underlying  the  decisions  in  which  Congress 
has  been  sustained  in  conditioning  interstate  commerce  by  reference 
to  state  laws  has  been  formulated  in  such  manner  as  to  make  it 
extremely  limited  in  application,  and  there  are  no  indications  in  the 
cases  that  the  Court  considers  it  applicable  where  state  taxation 
affecting  interstate  commerce  is  involved.  To  sustain  the  proposed 
legislation  as  valid  would  enable  Congress  to  subject  interstate  com- 
merce to  a  great  many  taxes  against  which  it  has  thus  far  been 
protected  by  decisions  of  the  Supreme  Court  defining  the  limits  on 
state- power  resulting  from  the  grant  of  power  to  regulate  interstate 
commerce  to  Congress.  It  seems  rather  unlikely  that  the  Coiu't 
will  do  so. 

Reference  has  heretofore  been  made  to  the  frequent  disagreements 
among  the  members  of  the  Supreme  Court  as  to  what  non-discrimi- 
natory state  taxes  impose  a  direct  burden  on  interstate  commerce. 
What  are  the  probabilities  that  a  majority  of  that  Court  will  change 
the  theory  on  that  matter  so  as  to  bring  a  sales  tax  by  the  buyer's 
state  into  the  class  of  those  whose  burden  on  interstate  commerce  is 
indirect  and  remote  ?  The  difference  of  opinion  among  the  Justices 
has  thus  far  not  touched  such  taxes.  It  has  been  expresed  most 
frequently  where  the  state  tax  was  an  excise  on  doing  business 
within  the  taxing  state  and  where  the  tax  was  sought  to  be  applied 
to  one  whose  sole  activities  within  the  state  consisted  of  interstate 
commerce.^  The  decisions  give  practically  no  reason  for  expecting 
any  judicial  change  in  the  definition  of  "  direct  burden  upon  inter- 
state commerce  "  which  would  validate  a  sales  tax  by  the  buyer's 
state  on  interstate  sales.  If  such  a  change  should  occur,  no  con- 
gressional action  would  be  necessary.  Since  such  a  change  of  defi- 
nition is  extremely  improbable,  resort  to  congressional  action  is  a 
natural  thing.  For  the  reasons  hereinbefore  stated,  the  proposed 
congressional  legislation  offers  small  hope  since  the  probabilities  are 
very  great  that  it  is  unconstitutional  as  not  within  the  commerce 
or  any  other  power  conferred  upon  Congress  by  the  Constitution. 

The  next  question  is  whether  the  due  process  clause  of  the  Four- 
teenth Amendment  would  invalidate  an  attempt  by  the  buyer's  state 
to  impose  the  tax.  The  issue,  stated  in  legal  language,  is  whether 
such  state  would  have  jurisdiction  to  impose  the  tax.  No  attempt 
by  Congress  to  grant  such  jurisdiction  is  of  any  avail.  The  pro- 
posed legislation  refers  to  state  taxes  on  the  sale.  For  certain  pur- 
poses the  sale  is  deemed  to  occur  at  the  place  where  the  goods  are 
delivered  to  the  carrier.  This  conception  need  not,  however,  be  held 
decisive  in  a  problem  of  jurisdiction  to  impose  a  sales  tax.  The 
Supreme  Court  has  frequently  ignored  technical  conceptions  devel- 
oped for  one  purpose  in  determining  the  character  of  a  transaction 
in  testing  the   validity  of  taxes.     The  transaction  constituting  an 

^  See  cases  cited  in  footnote  2. 
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interstate  sale  is  in  fact  not  completed  until  delivery  to  the  buyer, 
which  will  usually  occur  in  the  buyer's  state.  That  fact  alone  would 
probably  be  held  sulTicient  to  give  the  transaction  such  a  relation  to 
the  taxing  state  as  to  sustain  the  conclusion  that  jurisdiction  exists 
to  impose  the  tax.  The  factor  that  the  carrier  is  for  certain  pur- 
poses the  buyer's  agent  from  the  time  the  goods  are  delivered  to  it 
in  the  seller's  state  is  scarcely  likely  to  render  the  above  conclusion 
erroneous.  These  considerations  do  not  apply  to  the  case  in  which 
the  buyer  himself  accepts  delivery  in  the  seller's  state,  and  himself 
transports  the  goods  into  his  own  state.  These  cases  can  be  covered 
by  a  tax  on  the  storage  or  use  of  such  goods. 

This  last  consideration  suggests  that  states  need  not  wait  for 
congressional  action  to  deal  effectively  with  this  problem  of  inter- 
state sales.  A  state  may  levy  an  excise  upon  the  exercise  of  any  of 
the  constituent  elements  that  constitute  the  right  of  property  in  a 
thing  except  the  power  to  use  it  in  interstate  commerce.'^  This 
justifies  a  tax  on  the  use  of  a  thing  within  the  state,  and  this  power 
■extends  to  articles  that  have  been  introduced  into  the  taxing  state 
from  other  states.^ ^  Interstate  commerce  has  ceased  prior  to  such 
use,  so  that  the  protection  of  the  commerce  clause  does  not  render 
such  a  tax  invalid  under  that  clause.  Since  the  use  occurs  within 
the  state,  the  state  has  jurisdiction  to  impose  the  tax  under  concep- 
tions of  jurisdiction  developed  in  construing  the  due  process  clause 
of  the  Fourteenth  Amendment.  The  only  requirement  is  that  the 
■■  use  "  tax  be  at  the  same  rates  as  are  applied  to  local  sales  of  the 
same  commodity,  or  to  the  local  use  of  the  same  commodity  acquired 
by  a  local  sale.  This  is  necessary  to  avoid  the  "  use  "  tax  on  the 
use  of  goods  acquired  by  interstate  sales  from  being  held  unconsti- 
tutionally discriminatory  against  interstate  commerce.  The  admin- 
istration of  a  "  use  "  tax  is  probably  more  difficult  than  that  of  a 
sales  tax.  Hence,  it  is  preferable  to  impose  a  sales  tax  on  local 
sales  and  a  "  use  "  tax  on  the  local  use  of  goods  acquired  by  inter- 
state sales.  As  enforcement  machinery  reports  from  carriers  might 
be  required  as  well  as  from  residents  generally. 

J.  S.  Y.  Ivixs  (after  concluding  the  reading  of  Mr.  Rottschae- 
fer's  paper)  :  I  think  I  will  let  Dr.  Powell  make  the  discussion. 
My  own  impression  is  largely  similar  to  Professor  Lowndes'  impres- 
sion, that  the  spirit  of  the  times  is  such  that  the  courts  will  be  in- 
clined to  try  to  sustain  this  legislation ;  and  as  Professor  Beale 
remarked  at  a  gathering  I  attended  a  couple  of  years  ago,  the  Con- 
stitution today  is  a  document  which  permits  the  spirit  of  the  times 
to  stalk  unrestrained. 

^0  A'as/i7'Uh',  C.  &'  St.  L.  R.  Co.  v.  Wallace,  288  U.  S.  249  (1933); 
Gregg  Dyeing  Co.  v.  Query,  286  U.  S.  472   (1932). 

^^  Bou<t)ian  v.  Continental  Oil  Co.,  256  U.  S.  642   (1921). 
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Chairman  A.  E.  Holcomb:  I  am  sure  we  are  all  pleased  to 
have  had  this  reading  done  by  a  gentleman  so  well  qualified  to 
understand  it.  For  myself,  I  am  somewhat  in  the  state  of  asking 
the  question :  how  old  is  Ann,  but  fortunately  we  have  a  man  here 
who  can  lead  us  out  of  this  wilderness,  as  we  may  call,  it,  that  has 
been  raised  by  these  two  lawyers. 

Yesterday,  in  my  travels,  I  ran  across  this  gentleman,  and  I 
thought  I  might  have  to  lead  up  to  the  subject,  rather  gently,  be- 
cause I  knew  I  was  on  tender  ground  when  I  was  branching  out 
into  interstate  commerce  and  interstate  commerce  law,  so,  we  went 
upstairs,  and  in  the  course  of  time  I  just  mentioned  the  question 
that  I  would  like  to  have  somebody  discuss,  and  the  gentleman  said, 
'■  Oh,  I  have  left  the  field  of  taxation  and  gone  into  higher  fields." 
Well,  that  set  me  back  some,  but  having  kept  after  him  I  finally 
got  him  down  into  the  air  that  we  live  in,  so  I  am  able  to  present 
tonight  a  gentleman  of  national  and  international  reputation  in  inter- 
state commerce  law  and  constitutional  law  in  general.  Professor  T. 
R.  Powell,  now  of  Harvard  Law  School,  who  is  going  to  help  us 
out  by  telling  us  what  this  is  all  about.  Just  as  I  came  into  the 
room,  I  received  some  notes  of  another  discussion,  which  took  the 
form  of  a  couple  of  pages.  I  gave  it  to  Professor  Powell,  and  he 
can  use  his  own  judgment  about  reading  it  or  talking  about  it. 
Anyway,  what  we  should  like  to  have  is  a  story  of  what  this  is  all 
about,  because  you  will  agree  with  me,  I  think,  that  it  would  be 
absurd  for  anybody  to  get  up  here,  after  just  listening  to  a  paper 
of  this  character,  and  try  to  discuss  it  in  an  intelligent  way,  because 
it  would  in\olve  a  recollection  of  cases  that  on  would  have  to  look 
up.  But  these  ethereal  gentlemen  have  so  much  light  in  their  minds 
they  do  not  have  to  worry  about  that,  they  have  the  cases  on  tap. 
Professor  Powell  is  one  of  these  gentlemen,  so,  without  any  further 
introduction,  I  am  going  to  call  upon  him. 

T.  R.  Powell  (Massachusetts)  :  ]\Ir.  Chairman  and  Members  of 
the  conference,  T  thought  I  got  out  of  making  a  talk  tonight  by 
agreeing  to  read  this  paper,  but  the  paper  does  not  seem  to  have 
an}-thing  to  do  with  the  subject  we  are  on,  so  perhaps  I  will  say  a 
word.  "  Him  say  yes,"  is  what  the  Chinese  witness  said,  and  all  I 
have  to  do  is  say  "  3'es " ;  but  you  have  to  pick  what  you  say 
"  yes  "  to,  when  the  doctors  disagree. 

It  is  very  astonishing  to  all  of  us,  as  lovers  of  the  superb  docu- 
ment which  has  been  the  charter  of  our  liberties  for  the  last  one 
hundred  and  forty  years,  to  find  that  there  are  still  certain  matters 
about  it  that  are  doubtful ;  but,  that  is  nothing  new.  I  think  Mr. 
Lowndes  is  right,  that  the  court  would  do  the  same  kind  of  thing 
with  such  a  statute  of  Congress  as  it  did  with  the  Wilson  Act  and 
the  Webb-Kenyon  Law;  it  had  to  invent  some  new  doctrines  to 
sustain  the  Wilson  .Vet  and  it  could  just  as  easilv  find  a  new  form 
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of  word  to  sustain  the  congressional  power  to  deprive  sales  of  goods 
of  their  protected  interstate  commerce  character.  I  don't  think  that 
tlie  admiralty  cases  have  anything  to  do  with  the  problem,  and  I 
think  Congress  certainly  ought  to  have  at  least  a  limited  power  to 
.subject  interstate  sales  to  some  taxing  power.  The  taxing  power 
is  not  as  severe  as  the  pohce  power  is,  and  to  my  mind  this  is  a 
lesser  thing  than  what  the  court  allowed  in  the  liquor  cases. 

On  the  jurisdictional  problem,  however,  I  have  some  doubts. 
Years  ago  Mr.  Goodenough  wrote  an  article  in  the  Political  Science 
Quarterly  in  which  he  suggested  that  Congress,  under  its  power  to 
enforce  the  Fourteenth  Amendment,  should  pass  a  statute  telling 
what  taxes  the  states  could  and  could  not  levy;  that  is,  that  Con- 
gress should  fix  the  due-process  tests  of  state  jurisdiction  to  tax. 
I  don't  believe  that  the  court  would  surrender  for  a  moment  its  own 
notions  of  state  jurisdiction  in  favor  of  any  congressional  declara- 
tion on  that  point.  I  don't  believe  Congress  has  any  power  under 
the  Fourteenth  Amendment  to  define  due  process  in  any  other  way 
than  the  way  the  court  would  do  it  itself,  or  to  define  state  juris- 
diction to  tax. 

With  respect  to  sales  taxes,  I  see  jurisdictional  difficulties  in 
allowing  the  tax  by  the  buyer  state.  When  you  have  the  allocation 
problem  of  sales,  sales  are  to  be  allocated  to  the  state  where  the 
.goods  come  from.  If  you  gave  a  note  for  the  purchase  price,  the 
tax,  excepting  in  case  of  business  situs,  which  we  do  not  quite 
know  about  at  the  moment,  would  have  to  be  at  the  state  where  the 
goods  come  from,  and  if  you  had  an  income  tax  the  state  where  the 
goods  come  from  would  be  the  state  to  impose  the  income  tax.  So, 
I  see  a  good  deal  of  difficulty  in  allowing  the  buyer's  state  to  tax 
the  sale.  Of  course  they  ought  not  to  tax  the  whole  of  the  sales. 
You  ought  to  have  the  judgment  of  Solomon  and  split  the  baby. 
Let  the  state  where  the  goods  come  from  do  some  of  the  taxing, 
and  the  state  where  the  buyer  is  do  the  rest.  I  don't  know  any 
other  way  of  splitting  the  baby  but  fifty-fifty.  You  cannot  add  one' 
man  and  one  dollar,  and  then  divide  the  two  and  get  a  figure  that  is 
very  useful.  It  would  be  perfectly  arbitrary  to  have  an  allocation 
between  the  goods  state  and  the  buyer  state.  But,  that  ought  to  be 
the  way  to  arrange  the  thing.  I  could  not  have  any  confidence  that 
the  court  would  allow  the  buyer  state  to  tax  the  whole  sale.  Pos- 
sibly it  would  not  allow  it  to  tax  any  part  of  the  sale,  for  jurisdic- 
tional reasons.  Of  course,  if  Congress  did  have  a  statute  which 
precluded  the  possibility  of  bi-state  double  taxation  of  the  sale,  that 
would  incline  the  court  to  follow  Congress  and,  w^th  the  safeguard 
against  double  taxation,  to  allow  either  state  to  do  it  that  Congress 
permitted.  You  can  tax  ships  where  they  never  come,  if  they  so 
l)ehave  that  they  cannot  get  taxed  anywhere  else.  But,  I  should 
think  it  would  be  very  doubtful  whether  we  could  have  the  buyer 
state  taxing  the  whole  sale  for  jurisdictional  reasons.     The  use  tax 
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is  a  pestiferous  thing;  think  of  the  idea  of  asking  anybody  who  got 
a  pair  of  shoes  by  mail  from  Sears-Roebuck  to  own  up  that  he  got 
them,  and  taxing  him  for  using  them ! 

I  don't  believe,  myself,  that  the  gasoline  cases  are  quite  the  same 
as  a  general  use  tax.  The  distinction  is  thin  enough,  but  in  the 
gasoline  cases  the  user  of  the  gasoline  in  the  destination  state  was 
something  more  than  a  user  of  the  gasoline.  He  stored  it  for  a 
little.  He  really  was  kind  of  a  merchant,  who  sold  the  gasoline  to 
himself.  He  performed  a  double  function  of  supplier  and  user;  and 
the  court  that  wanted  to  make  a  distinction  could  put  those  gasoline 
cases  on  one  side  if  they  had  before  it  a  general  state-wide  universal 
tax  on  using  anything  that  had  been  bought  from  another  state. 
I  should  doubt  very  much  whether  that  would  go  and  I  should 
think  the  difficulties  of  enforcement  would  be  insuperable.  I  don't 
believe  we  will  get  our  statute  passed  anyway. 

C.  W.  King  (Oklahoma)  :  We  agree  with  Professor  Lowndes 
that  Congress  may  permit  state  taxation  of  interstate  sales ;  that 
such  permission  is  not  an  unlawful  delegation  of  power  conferred 
upon  Congress  by  the  Constitution.  We  also  concur  in  the  view 
that  the  limitations  of  territorial  jurisdiction  constitute  the  chief  ad- 
ministrative difficulty  in  the  matter  of  the  practical  enforcement  of  a 
sales  tax  where  the  sales  are  made  from  without  the  taxing  state. 

There  is,  however,  no  such  obstacle  presented  by  the  proposal 
made  by  the  delegates  from  Oklahoma  at  the  Atlanta,  Columbus 
and  Phoenix  conferences.  Oklahoma  proposes  an  Act  of  Congress 
permitting  the  states  to  levy  the  same  measure  of  taxes  on  capital 
employed  within  the  taxing  state,  that  is,  corporation  license  or 
capital  stock  taxes,  based  upon  the  value  of  the  assets  and  business 
conducted  by  the  given  interstate  corporation  within  the  confines  of 
the  taxing  state,  and  also  on  income  derived  from  business  conducted 
within  the  taxing  state,  including  the  proper  proportion  of  such  in- 
come as  may  be  derived  from  interstate  commerce  within  such  state. 

Some  have  seemed  to  be  disturbed  over  the  basis  of  allocation  of 
such  capital  or  income  within  a  taxing  state.  As  pointed  out  at 
Columbus,  let  me  repeat  that  such  controversy  would  always  be 
between  the  taxpayer  and  the  taxing  state,  and  the  arbiter  would  be 
the  court  (usually  the  federal  court),  and  the  controversy  would 
never  arise  between  two  taxing  states.  Such  basis  is  now  employed 
in  each  state  taxing  its  pro-rata  part  of  income  either  net  or  gross, 
or  in  the  application  of  a  capital  stock  or  corporation  license,  or 
franchise  tax. 

If  the  state  line  is  made  the  basis  of  separation  for  ta.x  purposes 
without  regard  to  whether  the  capital  is  employed  or  the  earnings 
derived  from  interstate  commerce,  then  the  heavy  burden  on  the 
courts  and  upon  the  taxing  departments  of  the  several  states  as  well 
as  the  taxpayers  themselves,  would  be  minimized. 
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In  the  discussion  at  the  Columbus  conference,  we  stated  that  if 
the  authors  of  the  Constitution  had  foreseen  the  denial  of  the  right 
of  the  states  to  levy  an  equal  measure  of  taxation  upon  capital  em- 
ployed in  interstate  commerce  within  such  state  as  is  applied  to  like 
capital  employed  in  domestic  commerce,  the  right  to  levy  such  equal 
taxes  would  have  been  expressly  reserved  to  the  states.  We  find 
authority  for  this  conclusion  in  the  papers  of  Hamilton,  Madison 
and  Jay,  recorded  in  the  Federalist.  We  may  refer  particularly  to 
page  206,  vol.  1,  wherein,  in  order  to  assure  the  people  of  New 
York  that  the  power  of  taxation  vested  in  the  states  would  not  be 
abridged,  Alexander  Hamilton  is  recorded  as  saying : 

"...  I  affirm  that,  (with  the  sole  exception  of  duties  on 
imports  and  exports)  they  would,  under  the  plan  of  the  Con- 
vention, retain  that  authority  in  the  most  absolute  and  unquali- 
fied sense;  and  that  an  attempt  on  the  part  of  the  national 
government  to  abridge  them  in  the  exercise  of  it  would  be  a 
violent  assumption  of  power  unwarranted  by  any  article  or 
clause  of  its  Constitution." 

Throughout  the  Federalist,  it  is  asserted  with  confidence  by  those 
able  champions  of  the  Constitution  that  complete  power  of  taxation 
remained  in  the  states,  with  the  sole  exception  of  the  prohibited 
duties  on  exports  and  imports. 

We  wish  to  vigorously  urge  the  present  conference  to  give  its 
approval  to  action  on  the  part  of  Congress  permitting  the  states  to 
apply  the  same  rule  to  the  interstate  corporation  that  it  does  to  the 
local  corporation,  and  thereby  eliminate  the  gross  inequality  and 
unfair  discrimination  which  obtains  under  present  restrictions.  One 
simple  example  will  suffice.  In  addition  to  paying  the  ordinary 
ad  valorem  taxes,  a  pipe  line  company  or  a  railroad  company  oper- 
ating wholly  within  the  state,  pays  corporation  license  taxes  of  one 
dollar  per  thousand  on  all  its  capital  invested  in  the  state,  whereas 
a  similar  railroad  or  pipe  line  operating  into  or  through  the  state 
from  without  even  though  ninety  percent  of  its  business  may  be 
derived  from  within  such  state,  pays  no  corporation  license,  capital 
stock  or  franchise  tax  whatsoever  upon  the  proportion  of  its  capital 
invested  in  interstate  enterprise  zvithin  such  state. 

Chairman  A.  E.  Holcomb:  I  expect  that  we  ought  to  go  along 
to  the  chief  paper  of  the  evening,  because  if  we  stopped  to  try  to 
discuss  a  thing  as  technical  as  this,  we  should  land  ourselves  in  a 
good  deal  of  difficulty,  but  I  do  think  I  ought  to  ask  Mr.  Lowndes 
if  he  has  just  a  word  to  say  on  anything  that  has  been  brought  out 
here.  I  don't  know  that  there  is  anything  that  he  wishes  to  say, 
except  that  it  is  only  fair  to  indicate  that  he  has  an  opportunity 
to  do  so. 
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C.  L.  B.  Lowndes  (North  Carolina)  :  I  just  want  to  summarize 
for  a  second.  Mr.  Powell  and  I  agree  on  the  commerce  point. 
Mr.  Rottschaefer  and  I  disagree  on  the  commerce  point.  Air.  Powell 
and  I  agree  it  is  all  right  from  the  commerce  point,  and  Mr.  Rott- 
schaefer says  no.  On  the  jurisdictional  point  Mr.  Rottschaefer 
would  go  even  further  than  I  would;  we  agree  on  the  jurisdictional 
point,  and  Mr.  Powell  dissents.  On  the  use  tax  Mr.  Rottschaefer 
and  I  agree,  and  Mr.  Powell  dissents.  Now,  you  have  with  you 
one  other  man  who  is  really  an  expert  on  this  subject;  whether  he 
wants  to  talk  or  not,  I  don't  know.  If  he  stands  up  in  the  audience 
all  right,  but  if  he  does  not  stand  I  won't  mention  his  name.  But, 
probably  he  would  disagree  anyway,  so  all  I  can  say  is  that  it  shows 
what  an  extremely  controversial  point  it  is.  And,  the  only  mis- 
conception I  want  to  clear  up  is,  I  thought  I  was  talking  on  proba- 
bilities ;  I  didn't  intend  to  talk  in  certainties ;  but,  I  think  the 
probabilities  are  it  is  all  right.  I  don't  know  how  that  is.  You 
see  how  the  Supreme  Court  splits  on  these  things,  and  perhaps  the 
Supreme  Court  would  split  here  just  the  same  way. 

Chairman  A.  E.  PIolcomb:  Is  that  mysterious  gentleman  going 
to  stand  up?  We  can  return  to  this  subject  any  time,  because  it  is 
tied  up  with  the  main  subject  of  the  evening,  but  the  gentleman  is 
such  an  authority  that  we  should  still  like  to  hear  from  him. 

(No  response) 

Chairman  A.  E.  Holcomb:  We  will  go  along.  Now,  this 
report,  as  you  know,  is  one  that  has  come  from  the  last  year's  con- 
ference. A  resolution  was  adopted  that  we  should  make  some  sort 
of  a  study  of  state  and  federal  tax  relations,  and  there  was  put  upon 
me  the  duty  of  appointing  a  committee.  Of  all  the  men  I  could 
think  of  who  were  willing  to  give  the  time  to  this  troublesome  sub- 
ject, Mr.  Bond  stood  out,  and  I  asked  him  with  some  hesitancy, 
because  I  knew  how  arduous  his  work  was  in  Washington,  as  an 
active  practising  lawyer,  involved  in  tax  cases  all  the  time.  But  he 
responded  in  a  way  that  was  very  admirable,  and  was  willing  to 
serve  the  -old  cause,  which  he  served  some  years  ago  in  the  early 
days  of  the  National  Tax  Association.  He  did  this  at  a  great  deal 
of  cost,  as  I  say,  and  with  some  physical  difficulties.  We  will  now 
listen  to  the  report  of  this  conmiittee,  which  is  on  the  subject  of 
the  relation  of  state  and  federal  taxes — Air.  Henry  H.  Bond,  of  the 
firm  of  Donovan  &  Bond  of  Boston,  Washington  and  New  York. 

By  the  way,  gntlemen,  copies  of  the  report  are  here  and  are 
available  to  any  of  you  who  want  them. 

Henry  H.  Bond  (Massachusetts):  I  think,  Gentlemen,  an<l  Air. 
Chairman,  that  it  would  facilitate  discussion  of  this  report  if  you 
have  copies  of  this  paper.     I  see  they  are  now  being  passed  out. 
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REPORT  OF  COMMITTEF.  OF  NATIONAL  TAX  ASSO- 
CIATION OX  FISCAL  RELATIONSHIPS  OF 
FEDERAL  AND  STATE  GOVERNMENTS 

HKXRY    HERRICK   BOXD,   CHAIRMAN 

The  coiuniittco  aiJi)()intcd  by  the  National  Tax  Association  at  its 
meeting  on  Octol)(.'r  19,  1933  at  Phoenix,  Arizona  submits  the  fol- 
lowing report. 

At  this  meeting  the  coiiiniittee  was  appointed  by  the  following 
resolution : 

"  Rcsohi-cd,  that  the  National  Tax  Association  be  requested 
to  appoint  a  committee  to  consider  the  fiscal  relationships  of 
the  federal  and  state  governments,  with  authority  to  consult 
with  federal  and  other  agencies  working  in  this  field,  and  to 
report  its  recommendations  and  findings  on  the  general  subject 
at  the  next  conference." 

At  the  same  meeting  the  following  resolutions  were  referred  to 
this  committee  for  consideration  : 

1.  "Resolved,  that  Congressional  action  l)c  re(|uested  which 
would  permit  the  taxation  of  business  and  capital  engaged  in 
interstate  commerce,  in  the  same  manner  and  at  the  same  rate 
that  business  and  capital  located  in  the  states  are  taxed." 

2.  "  Resolved,  that  the  federal  and  state  governments  cease 
to  impose  taxes  upon  the  instrumentalities  and  agencies  of  each 
other." 

3.  "Resolved,  that  the  subject  of  federal  and  state  sales  taxes 
be  referred  to  the  Committee  on  Fiscal  Relationships  of  the 
Federal  and  State  Governments,  when  appointed,  with  instruc- 
tions that  a  study  be  made  of  the  subject  and  a  report  made  at 
the  next  annual  conference  of  this  association." 

Due  to  the  geographical  distribution  of  the  members  of  the  com- 
mittee, it  has  been  impossible  for  the  committee  to  meet  as  a  whole 
until  the  assembling  of  the  present  conference,  and  its  work  has  of 
necessity  been  largely  carried  on  by  the  exchange  of  views  between 
the  chairman  and  the  individual  members.  In  addition  and  as  sug- 
gested in  the  general  resolution  creating  the  committee,  the  chair- 
man has  consulted  with  various  officials  of  the  Treasury  Department, 
to  obtain  their  views  upon  the  problems  under  consideration.  To 
these  officials  and  also  to  the  officials  of  the  Interstate  Commission 
on  Conflicting  Taxation  we  gratefully  acknowledge  our  appreciation 
of  their  cooperation.  Especially  have  the  research  reports  prepared 
for  the  latter  organization  by  its  research  director,  Dr.  Clarence 
Heer,  been  extremely  helpful  in  throwing  much  light  upon  the  prob- 
lems under  consideration.  In  the  consideration  of  certain  of  the 
11 
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problems  upon  which  your  committee  is  reporting,  the  association 
has  had  the  benefit  of  the  very  valuable  paper  presented  by  Professor 
Lowndes,  and  the  excellent  discussion  of  this  by  Professor  Rott- 
schaefer. 

General  Coxsideratioxs 

Your  committee  has  felt  that  it  should  approach  the  problems  as 
they  exist  under  normal  conditions,  rather  than  attempt  to  deal  with 
them  on  the  basis  of  the  depression  requirements  of  each  govern- 
mental agency.  Obviously,  in  critical  times  that  present  enormous 
relief  problems  to  be  met  by  local,  state  and  federal  agencies,  resort 
may  properly  be  had  to  plans  of  taxation  that  should  be  of  a  strictly 
temporary  nature,  to  terminate  with  the  ending  of  the  crisis  itself. 
We  believe  that  this  conference  should  concern  itself  rather  with 
the  longer  and  larger  problems  of  permanent  fiscal  relationships  of 
these  governmental  agencies. 

In  formulating  any  such  program  for  permanent  fiscal  relation- 
ships, we  believe,  however,  that  due  consideration  should  be  given 
to  the  making  of  the  program  sufficiently  elastic,  if  possible,  so  that 
in  times  of  such  depression  crises,  each  agency  can  continue  to 
function  and  can  survive  the  stress  of  such  a  depression  period, 
insofar  as  such  elasticity  is  possible  of  attainment. 

We  also  feel  that  while  due  weight  should  be  given  to  constitu- 
tional limitations  as  they  now  exist,  our  recommendations  should 
not  hesitate  to  include  any  desirable  modification  of  such  limitations. 
In  other  words,  the  absence  of  constitutional  authority  for  a  pro- 
posed change  does  not,  in  our  opinion,  justify  the  discarding  of  a 
proposal  upon  this  ground  alone,  although  from  a  practical  stand- 
point, due  to  the  great  difficulties  that  attend  the  securing  of  a  con- 
stitutional amendment,  such  modification  may  be  only  remotely 
possible  and  extremely  problematical  of  attainment.  We  believe  that 
as  an  association,  we  should,  while  facing  practical  difficulties  as 
practical  men,  at  the  same  time  be  primarily  concerned  with  the 
seeking  of  ideal  relationships  within  this  field,  even  though  they  in- 
volve reforms  that  are  bound  to  be  tediously  slow  of  realization. 

We  have  endeavored  to  respect  the  positions  taken  by  the  National 
Tax  Association  in  the  past,  as  for  example,  its  opposition  to  the 
use  of  the  estate  tax  by  the  federal  government,  believing  that  these 
positions  have  been  taken  deliberately  and  that  they  still  represent 
the  unshaken  views  of  this  association. 

Allocation  of  Sources  of  Taxation 

Any  consideration  of  the  fiscal  relationships  of  state  and  federal 
governments  must  rest  primarily  upon  an  allocation  of  various  sub- 
jects of  taxation  between  the  two  groups,  as  well  as  between  the 
state  and  local  governments.  With  this  latter  problem,  however, 
we  have  not  attempted  to  deal. 
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There  can  be  little  dispute  upon  the  general  proposition  that  the 
direct  taxation  of  real  and  tangible  personal  property  should  be  left 
entirely  to  the  respective  states  and  their  local  subdivisions. 

We  consider  that  it  is  efjually  obvious  that  death  duties  in  the 
form  of  the  estate  and  inheritance  or  transfer  taxes  should  also  be 
principally  allocated  to  the  states,  this  position  having  been  defi- 
nitely taken  by  this  association  in  the  past. 

Obviously  the  collection  and  retention  of  customs  duties  by  the 
federal  government  is  also  a  necessary  conclusion. 

In  the  field  of  income  and  business  taxation,  we  are  confronted 
with  the  federal  government  firmly  entrenched  in  its  present  posi- 
tion. This  is  a  tax  upon  which  we  believe  the  federal  government 
must  rely  as  a  substantial  source  of  its  necessary  revenue.  Prior  to 
the  depression,  this  tax  yielded  approximately  fifty  per  cent  of  the 
federal  revenue,  the  remainder  being  obtained  principally  from  vari- 
ous excise  taxes  upon  certain  occupations  and  the  sale  of  so-called 
luxury  items,  and  from  the  customs  duties. 

At  the  same  time  we  are  confronted  with  the  fact  that  a  large 
proportion  of  the  states  have  enacted  income  taxes  upon  which,  in 
many  cases,  great  reliance  is  now  placed,  due  to  their  existence  for 
many  years  as  an  important  source  of  revenue.  We  do  not  advo- 
cate the  surrender  of  this  tax  by  either  federal  or  state  governments. 
We  do  advocate,  however,  a  more  exhaustive  stud\'  of  the  possi- 
bilities of  simplification  and  coordination,  to  the  end  that,  so  far  as 
possible,  this  tax,  as  separately  imposed  by  state  and  federal  gov- 
ernments, may  be  upon  identical  bases.  In  this  way  the  problem 
of  the  taxpayer  will  be  made  infinitely  simpler  and  easier ;  the  loss 
of  tax  through  confiicting  provisions  and  consequent  misinterpre- 
tation reduced.  When  this  has  been  accomplished,  the  possibilities 
of  ultimate  joint  collection  upon  the  basis  of  a  single  joint  return 
may  be  better  considered  and  weighed,  although  the  difficulties  and 
objections  now  seem  very  great. 

Whether  such  a  tax  imposed  in  behalf  of  both  agencies  can 
ultimately  be  thus  made  by  a  single  return  we  believe  to  be  worthy 
of  further  study.  Much  light  is  thrown,  we  trust,  upon  this  prob- 
lem by  the  considerations  which  are  set  forth  subsequently  in  this 
report  in  connection  with  the  proposals  to  treat  certain  excise  taxes 
and  the  sales  tax  upon  this  basis. 

Sales  taxes  are  imposed  by  both  federal  and  state  governments. 
In  the  case  of  the  former,  the  original  intention  of  the  federal  gov- 
ernment was  to  limit  the  list  of  such  taxes  to  so-called  luxuries,  the 
taxes  being  based  upon  the  revenue  needs  of  the  government  and  not 
upon  any  fundamental  relevancy  of  the  tax  to  the  position  of  the 
government  and  the  beqefits  afforded  the  citizen.  During  the 
present  emergency,  this  list  has  been  largely  expanded,  until  it  is 
virtually  a  general   sales  tax  or  group  of  taxes  at  varying  rates. 
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upon  a  substantial  proportion  of  all  retail  sales.  Under  the  recently 
imposed  processing  taxes  of  the  Agricultural  Adjustment  Adminis- 
tration, the  list  has  been  expanded  to  include  the  most  fundamental 
necessities  of  food  and  clothing. 

We  believe  that  such  special  federal  excise  taxes  should  be 
limited  to  such  articles  as  seem  purely  luxuries,  and  that  such  luxury 
taxes  should  be  abandoned  as  rapidly  as  the  fiscal  needs  of  the 
government  will  permit.  As  an  alternative,  we  suggest  the  further 
consideration  of  a  general  manufacturer's  sales  tax  as  a  substitute 
for  such  so-called  luxury  taxes  by  the  federal  government.  It  has 
been  suggested  that  such  a  tax,  however,  should  be  not  upon  gross 
sales  but  upon  sales  minus  the  cost  of  materials  and  supplies,  to 
avoid  the  pyramiding  of  the  tax  and  to  give  no  undue  advantage  to 
the  integrated  industry.  We  do  not  attempt  to  advocate  or  oppose 
such  a  tax  at  this  time,  believing  that  it  is  a  subject  requiring  and 
deserving  more  study  than  your  committee,  with  the  time  at  its 
disposal,  has  been  able  to  give  to  it. 

Even  with  such  a  general  manufacturer's  sales  tax,  it  might  be 
found  desirable  to  retain  certain  subjects  of  taxation,  such  as  gaso- 
line, for  special  and  additional  taxation.  The  building  of  national 
highways  by  the  federal  government  has  contributed  largely  to  the 
rapid  establishment  of  highway  systems  extending  across  the  coun- 
try which  might  never  have  come  into  being  had  the  problems  been 
left  entirely  to  the  states  and  their  joint  action.  We  believe,  there- 
fore, that  such  work  is  a  proper  function  of  the  federal  government 
and  of  direct  benefit  to  the  nation  as  a  whole.  In  view  of  this,  a 
continuing  federal  tax  on  gasoline,  for  the  sole  purpose  of  raising 
the  necessary  revenue  for  the  construction  and  maintenance  of 
national  highways,  is  justified,  even  in  addition  to  state  gasoline 
taxes  for  similar  purposes. 

We  recognize  that  the  imposition  of  differing  rates  of  tax  upon 
gasoline  by  the  states  presents  a  serious  problem,  since  the  boot- 
legging of  gasoline  across  state  borders  inevitably  follows.  We 
must,  however,  face  the  fact  that  the  various  states  have  very  diverse 
revenue  requirements,  which  may  tempt  a  particular  state  to  impose 
a  gasoline  tax  far  higher  than  the  rates  in  adjacent  states.  Does 
this  present  a  problem  for  federal  interference?  Or  is  not  the 
problem  really  one  that  calls  ui)on  the  states  themselves  to  take 
action  by  groups  through  the  medium  of  compacts,  as  specifically 
authorized  in  the  federal  constitution  ?  Such  compacts  and  joint 
action  have  been  secured  in  the  matter  of  interstate  l)ridges,  dams, 
tunnels  and  port  authorities.  We  believe  that  they  arc  equally  pos- 
sible in  the  matter  of  gasoline  taxation.  But  even  if  this  solution 
is  difficult  and  remote,  we  question  whether  the  federal  authority 
should  be  used  as  a  weapon  to  compel  the  making  of  uniform  taxa- 
tion of  gasoline  by  the  states,  however  desirable  such  uniformity 
may  be  from  the  standpoint  of  those  states  that  impose  a  high  rate 
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of  taxation.  Indeed,  the  very  presence  of  the  bootlegging  problem 
may  serve  as  a  suitable  means  of  restraint  upon  a  state  that  is  con- 
sidering increasing  its  rate  of  tax  beyond  the  rates  of  its  neighbors. 
This  tax  is  one  that  may  easily  be  abused,  and  the  existence  of  some 
restraining  force  is  for  this  reason  highly  desirable. 

Joint  Collection  of  Taxks 

The  foregomg  considerations  for  allocation  of  taxes  are  merely 
suggestive  and  not  exhaustive,  obviously,  nor  could  we  do  more  in 
the  time  at  our  disposal.  It  leaves  to  both  federal  and  state  gov- 
ernments certain  common  sources  of  revenue.  The  question  ob- 
viously arises  whether,  within  the  field  of  such  overlapping  of 
taxation,  it  is  possible  or  advisable  to  create  a  method  of  joint 
collection  and  distribution,  in  the  interests  of  simplification  and 
economy  of  operation.  The  advocates  of  this  also  point  out  very 
properly  the  advantages  to  be  gained  by  the  uniformity  in  rates  that 
might  also  be  secured.  In  fact,  it  would  seem  that  such  uniformity 
is  almost  their  primary  purpose,  although  they  stress  the  other  ends 
as  well,  and  believe  also  that  increased  revenue  to  the  states  would 
be  obtained. 

In  the  case  of  any  tax  imposed  by  both  agencies,  if  we  are  to 
consider  joint  collection  and  redistribution,  we  must  recognize  that 
this  would  be  done  more  efficiently  by  the  federal  government  than 
by  the  states.  No  one  has  seriously  advocated,  as  far  as  we  are 
aware,  that  the  gasoline  tax,  for  example,  be  collected  by  the  states 
solely,  and  a  portion  of  it  remitted  to  the  federal  treasury.  Is  the 
converse  —  federal  collection  and  a  distribution  to  the  states  —  ad- 
visable ? 

This  proposal  with  respect  to  certain  specific  taxes  has  recently 
been  given  special  prominence  through  its  advocacy  by  a  member 
of  your  committee,  the  Hon.  Franklin  S.  Edmonds,  with  the  support 
of  the  Hon.  Mark  Graves  and  others.  As  it  constitutes  a  specific 
plan  for  the  accomplishment  of  a  measure  of  coordination  and  sim- 
plification, we  believe  that  the  presentation  of  the  advantages  and 
disadvantages  of  this  plan  will  make  equally  evident  the  merits  and 
demerits  of  any  more  comprehensive  scheme  to  embrace  all  joint 
subjects  of  taxation,  rather  than  the  four  items  embraced  in  the 
proposal,  which  is  hereinafter  referred  to  as  the  Graves-Edmonds 
plan. 

The  Gr.^ves-Edmonds  Plan 

The  Graves-Edmonds  Plan  is  very  clearly  and  cogently  presented 
in  a  paper  by  Mr.  Edmonds  under  the  title  "  A  Taxing  Program 
for  the  Nation."  A  copy  of  this  address  is  attached  to  this  report 
as  an  appendix. 

The  plan  may  be  briefly  summarized  as  follows,  without  attempt- 
ing to  set  forth  the  reasons  in  support  thereof  so  ably  presented  by 
]\Ir.  Edmonds  himself. 
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It  is  proposed  that  on  four  subjects  of  taxation  now  taxed  or  to 
be  taxed  by  both  federal  and  state  governments,  the  taxes  be  col- 
lected by  the  federal  government  and  a  portion  allocated  and  dis- 
tributed to  the  states — the  liquor  tax,  the  gasoline  tax,  the  cigarette 
tax  and  a  general  manufacturer's  excise  tax — the  latter  to  be  created 
by  Congress  presumably  in  lieu  of  the  present  excise  taxes  upon 
particular  articles. 

1.  Liquor  Tax.  It  is  proposed  that  a  federal  liquor  tax  be  im- 
posed at  the  rate  of  $3.  per  gallon  and  that  one-half  of  this  be 
returned  to  the  states  on  the  basis  of  the  allocation  fraction  recom- 
mended by  the  Committee  of  the  American  Legislators  Association. 

This  allocation  fraction  is  obtained  by  first  dividing  total  tax  col- 
lections by  the  total  populations  of  the  w^et  areas  of  the  country, 
thus  arriving  at  a  federal  per-capita  figure.  For  each  state,  the  sum 
total  of  state  and  local  liquor  licenses  is  to  be  divided  by  the  popu- 
lation of  wet  areas  of  the  individual  state,  thus  giving  a  state 
per-capita  figure.  If  the  state  per-capita  figure  is  less  than  one-half 
of  the  sum  of  state  and  federal  per-capita  figures  combined,  the 
difference  is  to  be  ascertained  and  multiplied  by  the  population  of 
the  wet  areas  of  the  state.  The  result  w^ill  give  the  amount  to  be 
paid  by  the  federal  government  to  the  state  in  question. 

2.  Gasoline  Tax.  It  is  proposed  that  the  federal  government 
collect  a  tax  of  four  cents  per  gallon,  and  distribute  3^^  cents  to 
the  states,  conditionally  upon  the  agreement  of  each  state  to  reduce 
its  own  gasoline  tax  by  an  equivalent  amount  and  to  repeal  it  alto- 
gether within  a  period  of  five  years. 

The  allocation  proposed  is  as  follows, — one-third  to  the  states  in 
proportion  to  population ;  one-third  in  proportion  to  motor  registra- 
tion ;  and  one-third  in  proportion  to  mileage  of  improved  roads. 

3.  Cigarette  Tax.  It  is  proposed  that  one  cent  of  the  present 
federal  six-cent  tax  be  distributed  to  the  states  in  proportion  to 
population,  conditionally  upon  the  states  agreeing  not  to  tax  the 
sale  of  cigarettes  in  any  other  way.  States  that  prohibit  the  sale 
of  cigarettes  would  not  share  in  this  distribution. 

4.  Manufacturer's  Excise  Tax.  It  is  proposed  that  Congress 
impose  a  manufacturer's  excise  tax  on  all  manufacturers  of  all 
articles  other  than  foods,  at  the  rate  of  5%,  eighty  per  cent  of  this 
amount  to  be  distributed  to  those  states  that  agree  not  to  tax  such 
sales  in  any  other  manner,  either  by  sales  taxes  or  licenses  or  fran- 
chise taxes  on  the  business. 

■  The  amount  distributed  to  the  states  would  be  allocated,  one-half 
on  the  basis  of  population  and  one-half  on  the  basis  of  assessed 
valuation  of  property  as  corrected  by  the  United  States  Census 
Bureau. 

The  yields  and  amounts  distributable  have  been  estimated  under 
the  Graves-Edmonds  Plan,  and  a  copy  of  this  estimate  is  attached 
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to  this  report.  The  estimate  of  the  liquor  tax  is  necessarily  tenta- 
tive, due  to  the  absence  of  revenue  data  for  a  sufficient  period  as 
yet  to  permit  of  a  more  exact  calculation. 

It  is  estimated  that  under  the  j^asoline  tax,  $525,000,000  would 
be  distributed  to  the  states,  under  the  cigarette  tax  $70,000,000,  and 
under  the  manufacturer's  excise  tax  $800,000,000. 

The  estimates  of  distribution  to  the  individual  states  reveal  that 
under  one  of  these  taxes,  a  particular  state  may  expect  to  gain 
heavily,  while  under  the  others  it  may  lose.  For  this  reason  some 
of  the  advocates  of  the  plan  suggest  its  adoption  as  a  whole,  as  being 
absolutely  necessary  for  the  success  of  the  plan. 

It  is  assumed  that  the  figures  for  the  gasoline  taxes  represent 
ultimate  revenue  after  the  repeal  of  existing  taxes  during  the  five- 
year  period. 

Obviously,  it  would  be  unfair  to  condemn  the  plan  upon  the  basis 
of  its  allocation  methods,  since  if  the  proposal  is  sound  in  other 
respects,  it  may  be  possible  to  so  modify  the  allocation  rules  as  to 
correct  any  inequities  in  this  respect. 

The  high  standing  of  its  sponsors  entitles  the  plan  to  careful  and 
dispassionate  consideration,  even  apart  from  its  obvious  aims  at 
simplicity  and  economy  in  a  field  of  taxation  where  these  ends  are 
highly  desirable.  We  have  attempted  to  state  what  appears  to  us 
to  be  the  principal  arguments  in  favor  and  against  the  plan. 

Arguments  for  the  Pl.\n 

1.  The  plan  would  result  in  simplification  for  the  taxpayer  under 
each  tax.  There  would  be  one  monthly  or  annual  report  instead  of 
two,  and  only  one  official  to  deal  with. 

2.  It  would  reduce  the  cost  of  administration,  l)y  eliminating  state 
officials  now  required  for  the  administration  of  these  state  taxes. 
In  the  case  of  the  gasoline  tax,  it  would  eliminate  the  cost  of  patrol- 
ling state  borders  to  prevent  bootlegging. 

3.  It  would  produce  uniformity  in  rates  as  between  states,  thus 
eradicating  the  bootlegging  of  gasoline,  for  example. 

4.  It  would  prevent  states  from  steadily  increasing  the  rate  of  a 
particular  tax  either  for  revenue  purposes  or  to  meet  the  competi- 
tive rates  of  adjoining  states. 

5.  It  would  increase  the  revenue  of  many  states  with  a  consequent 
relief  of  real  estate  from  its  present  oppressive  tax  burdens. 

6.  It  would  in  many  states  provide  additional  revenue  that  could 
be  used  for  the  more  adequate  support  of  its  welfare  work  and 
public  schools. 

7.  It  would  constitute  an  initial  step  toward  a  better  coordination 
and  interrelation  of  all  state  and  federal  taxes. 
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Arguments  Against  the  Plan 

1.  The  plan  would  interfere  with  state  sovereignty  in  revenue 
matters,  and  would  constitute  dictation  by  the  federal  government 
in  and  control  of  state  revenue. 

2.  It  might  reduce  the  present  revenues  of  certain  states. 

3.  It  would  reduce  the  present  revenue  of  the  federal  government 
from  liquor  and  cigarette  taxes,  possibly  without  enough  gain  from 
the  manufacturer's  excise  tax  to  compensate  for  these  losses. 

4.  It  would  concentrate  the  administration  of  these  taxes  in  Wash- 
ington, to  which  city  it  would  be  necessary  for  taxpayers  to  resort 
in  many  cases  of  serious  controversy.  This  would  result  in  heavy 
expense  to  the  taxpayer  and  would  subject  him  as  well  to  the  delays 
that  are  always  incident  to  the  functioning  of  a  large  governmental 
bureau.  Local  administration  of  local  problems  is  usually  more 
simple  and  expeditious. 

5.  The  rates  would  not  remain  fixed  but  would  be  subject  to 
annual  revision  by  Congress,  as  well  as  similar  revisions  of  allo- 
cation methods.  This  would  leave  each  state  in  uncertainty  as  to 
the  amounts  which  it  would  receive.  The  planning  of  state  budgets 
even  on  an  annual  basis  would  be  difficult,  and  certainly  any  plan- 
ning over  a  period  of  years  would  become  impossible. 

6.  Unless  the  distribution  of  all  four  taxes  were  made  dependent 
on  state  adherence  to  the  entire  program,  a  state  could  restore  a 
particular  tax  from  which  it  would  derive  more  revenue  through 
its  own  tax,  and  continue  to  receive  its  distributive  share  of  the 
other  taxes. 

7.  It  is  highly  improbable  that  any  state  that  would  receive  less 
than  its  present  revenue  from  these  sources  would  ever  assent  to 
the  plan ;  and  even  after  such  assent,  subsequent  withdrawal  would 
be  constantly  urged  whenever  the  distribution  seemed  to  be  less 
than  the  revenue  which  the  state  could  collect  from  these  same 
sources  by  itself.  The  result  would  be  that  a  group  of  non-assenting 
states  would  alwa3's  exist,  and  this  group  might  be  constantly 
changing  and  increasing,  as  conditions  changed.  Thus  the  primary 
purpose  of  nation-wide  uniformity  of  rates  would  never  be  attained. 

8.  The  distribution  could  not  be  made  to  accord  in  each  state  with 
the  economic  burden.  Consuming  power  varies  so  greatly  in  various 
parts  of  the  country  that  the  industrial  and  more  wealthy  eastern 
states  would,  for  example,  be  paying  more,  proportionately,  in  in- 
creased price  of  commodities  under  the  manufacturer's  tax  than  the 
amount  the  state  received  in  distribution. 

9.  Local  problems  of  liquor  control  demand  entire  local  freedom 
in  handling  the  matter  of  licenses,  fees,  stamp  taxes,  etc.  In  this 
particular  field,  the  pro])lems  of  taxation  and  control  are  too  closely 
interrelated  to  permit  the  delegation  of  the  taxing  power  to  the 
federal  government.  \ 
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10.  In  those  states  where  gasoline  taxes  are  devoted  to  highways, 
the  loss  of  revenue  from  this  particular  tax  would  be  serious,  and 
it  would  not  be  compensated  by  additional  revenue  from  the  other 
three  taxes,  since  these  funds  would  not  necessarily  be  available  for 
highways.  Conversely,  in  states  wliere  gasoline  tax  revenue  would 
be  largely  increased,  there  might  be  an  excess  above  highway  needs. 

11.  There  is  no  certainty  as  to  whether,  under  proposed  rates, 
any  particular  state  would  gain  or  lose,  since  full  statistics  are  not 
available,  the  distribution  being  in  large  part  based  on  estimates. 

12.  As  a  practical  matter,  the  assent  of  all  the  states  to  the  plan 
would  never  be  obtained.  Those  that  would  obviously  gain  would 
obviously  agree.  Those  that  might  lose  would  never  agree.  The 
only  recourse  would  be  some  form  of  compulsion,  and  the  forcible 
imposition  of  the  plan.  Even  if  no  constitutional  difficulties  to  such 
compulsion  existed,  we  submit  that  such  compulsion  by  the  federal 
government  would  be  inconsistent  with  every  fundamental  principle 
of  our  national  government. 

13.  The  plan  would  be  an  entering  wedge  for  an  ever-increasing 
control  of  almost  all  state  revenues  by  the  federal  government. 
Such  control  of  revenues  might  even  be  extended  to  expenditures. 

14.  In  those  states  where  revenues  would  be  largely  increased, 
the  obvious  tendency  would  be  to  search  for  new  matters  for  ex- 
penditure. The  placing  of  additional  revenues  in  the  hands  of  the 
legislatures  of  the  states  never  makes  for  economy  in  government 
and  the  ultimate  relief  of  the  taxpayers. 

15.  If  the  rates  and  allocation  methods  are  to  be  revised  so  that 
every  state  as  well  as  the  federal  government  would  gain  under  the 
plan, — and  this  we  submit  is  an  absolute  essential  for  the  plan's 
adoption, — the  result  must  be  an  increased  burden  on  the  taxpayer. 
This  extra  revenue  must  come  out  of  his  pocket,  and  from  no  other 
source.  No  magic  of  inflation  could  accomplish  this  without  touch- 
ing his  pocketbook.  The  crying  need  of  the  times  is  not  greater 
taxation,  but  less;  not  greater  expenditure  by  state  and  federal 
government,  but  less.  To  dangle  before  each  state  the  tempting  bait 
of  additional  revenue  fltnving  from  the  federal  treasury  would  ob- 
scure the  hard  inescapable  fact  that  ultimately  every  penny  of  such 
increase  must  come  out  of  its  own  citizens.  Merely  routing  the 
funds  through  Washington  creates  no  magical  surplus.  The  people 
have  deluded  themselves  long  enough  on  the  matter  of  federal  aid. 
They  have  accepted  it  for  a  decade  or  more  in  support  of  education, 
maternity,  agricultural  colleges,  etc.  as  though  it  did  not  impose 
any  burden  whatever  upon  the  citizens  of  the  respective  states. 
Such  is  the  argument  of  the  opponent  of  the  plan. 

The  foregoing,  we  trust,  will  serve  to  present  to  this  association 
some  of  the  principal  points  of  view  on  this  problem.  The  com- 
mittee has  not  attempted  to  reach  any  final  conclusion  on  the  merits 
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of  the  plan,  or  arguments  for  or  against,  believing  that  it  deserves 
continued  study  by  this  committee,  if  it  be  the  decision  of  the  asso- 
ciation to  continue  its  existence.  In  such  event,  the  committee 
earnestly  solicits  comments  and  criticisms  of  this  plan  and  also 
specific  proposals  of  other  plans  for  the  committee's  consideration. 
Such  may  be  addressed  to  the  chairman  of  the  committee  at  Boston. 
If  the  committee  is  continued,  it  would  plan  to  consider,  in  addition 
to  the  Graves-Edmonds  plan,  such  matters  as  interstate  compacts, 
the  taxation  of  interstate  commerce  by  the  states,  and  the  extension 
of  the  principle  of  rebates  to  the  states  on  federal  taxes. 

Resolutioxs  Referred  to  this  Committee 

In  view  of  the  time  required  for  the  consideration  of  the  fore- 
going matters,  3'our  committee  has  not  been  able  to  give  extended 
consideration  to  the  three  resolutions  referred  to  it. 

On  the  resolution  with  regard  to  granting  to  the  states  greater 
power  to  tax  business  and  capital  engaged  in  interstate  commerce, 
the  committee  has  been  advised  by  ]\Ir.  King  who  presented  the 
resolution  that  he  desires  it  to  be  amended  to  read  as  follows : 

"  Resolved,  that  Congressional  action  be  requested  which 
would  permit  the  same  rate  and  measure  of  taxation  of  capital 
employed  in  interstate  business  conducted  within  the  taxing 
state  that  such  state  applies  to  like  capital  employed  in  intra- 
state business." 

Your  committee  recommends  that  the  resolution  as  thus  amended 
receive  further  consideration  and  suggests  that  to  this  study  might 
well  be  added  the  problem  of  the  extension  of  federal  authority  and 
control  through  the  taxing  powers  over  purely  intrastate  business 
as  now  in  operation  under  the  National  Industrial  Recovery  Act 
and  the  Agricultural  Adjustment  Administration. 

With  respect  to  the  resolution  relative  to  the  present  taxation  of 
instrumentalities  and  agencies  of  federal  and  state  governments  by 
each  other,  the  committee  makes  no  recommendation,  other  than  to 
express  its  belief  that  whenever  either  state  or  federal  governments 
engage  in  business  in  competition  with  its  citizens,  then  the  taxa- 
tion thereof  by  the  other  government  is  justified,  and  under  no  other 
circumstances,  in  its  opinion.  In  other  words,  we  believe  that 
essential  governmental  functions  should  be  exempt  from  taxation, 
and  that  extra-governmental  functions  should  be  taxable. 

With  respect  to  the  resolution  instructing  this  committee  to  make 
a  study  of  federal  and  state  sales  taxes,  your  committee  has  not 
been  able  to  make  such  study  as  was  anticipated  by  the  resolution. 
There  is  one  phase  of  this  subject,  however,  that  deserves  consid- 
eration. There  has  been  a  rapid  growth  of  state  sales  taxes  within 
the  last  two  years.  Fiscal  needs  of  other  states  indicate  a  further 
extension  of  this  form  of  taxation  as  a  relief  to  property  taxes  and 
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to  supply  budget  requirements.  The  greatest  handicap  to  the  success 
of  this  new  form  of  taxation  is  the  inability  of  the  states  to  apply 
the  tax  to  sales  made  in  interstate  commerce.  Unless  remedial  legis- 
lation is  enacted  tliere  will  inevitably  be  a  continuing  and  progres- 
sive shift  of  purchase  to  untaxed  interstate  channels.  Sound  and 
consistent  policy  requires  that  there  should  ])e  no  discrimination 
against  local  or  interstate  commerce,  and  suggests  such  action  by 
the  Congress,  in  its  control  of  interstate  commerce,  as  will  preserve 
this  equal  status. 

Henry  II.  Bond  (after  concluding  reading  of  the  report)  :  1 
may  say,  Mr.  Chairman,  and  Gentlemen,  that  this  report  has  re- 
ceived the  approval  of  the  four  members  of  the  committee  who  were 
able  to  attend  this  conference.  I  also  received  by  wire  definite 
approval  of  two  other  members  of  the  committee.  And  I  believe 
that  correspondence  with  the  seventh  member  clearly  indicates  his 
readiness  to  sign  this  report.  I  think  that  the  eighth  member  of 
the  committee  will  also  join  possibly  with  one  or  two  minor  reser- 
vations. As  the  report  stands,  it  has  the  definite  approval  of  six  of 
the  eight  members.  I  am  confident  that  it  will  be  ultimately  signed 
by  the  seventh  member  and  possibly  by  the  eighth,  and  there  we 
stand  reporting  progress  to  this  point.     I  thank  you. 

Chairman  A.  E.  Holcomb  :  I  am  sure  we  all  appreciate  the 
work  that  has  been  put  on  this  report  by  the  chairman  and  by  the 
other  members  of  the  committee.  It  is  now  in  order  to  take  up  the 
discussion.  Judge  Gibbs,  counsel  of  the  tax  commission  of  Ohio, 
has  kindly  offered  to  take  charge  while  I  go  away  a  few  moments. 

V.  H.  Gibbs  (Ohio),  presiding. 

Chairman  Gibbs  :  Gentlemen,  this  is  certainly  a  wonderfully 
comprehensive  report.  I  am  sure  the  discussion  will  be  interesting. 
The  Chair  will  recognize  Senator  Edmonds  of  Pennsylvania. 

Franklin  S.  Edmonds  (Pennsylvania)  :  Mr.  Chairman  and 
Members  of  the  conference :  As  a  member  of  the  committee  I  want 
to  express  our  appreciation  to  Mr.  Bond  for  the  leadership  which 
he  has  given  in  this  matter  and  for  the  study  which  he  has  given 
to  the  case.  I  have  seen  this  report  personally.  I  think  it  is  an 
admirable  thing  that  in  the  beginning  we  should  attempt  to  sum- 
marize all  of  the  arguments  in  favor  or  against  a  particular  plan. 
With  the  validity  of  many  of  those  arguments,  I  do  not  agree  for 
an  instant,  but  the  arguments  should  be  before  us  so  we  may  know 
what  other  people  think.     That  seems  to  me  to  be  distinctly  helpful. 

The  committee  has  planned  for  itself,  in  the  future,  if  it  is  con- 
tinued by  the  association,  a  further  study  of  a  series  of  topics  all 
of  which  are  quite  important :  first,  the  segregation  of  sources  of 
revenue  as  between  state  and  nation ;  second,  the  deduction  prin- 
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ciple,  whereby  there  may  be  a  deduction  from  the  federal  tax  for  a 
state  tax  actually  imposed  and  paid,  now  applied  in  estate  taxes  and 
capable  of  application  in  income  taxes ;  third,  the  plan  that  has  been 
presented  for  federal  collection  and  state  sharing;  fourth,  for  plans 
of  uniform  taxes  by  compacts  between  adjacent  states  or  states 
which  have  similar  industrial  conditions ;  and,  fifth,  the  problem  of 
interstate  sales  concerning  which  there  has  been  a  great  deal  of  dis- 
cussion tonight.  All  of  these  topics  ought  to  be  explored  both  from 
the  point  of  view  of  the  constitutional  lawyer,  from  the  point  of  view 
of  the  tax  administrator,  and  from  the  point  of  view  of  the  tax- 
payer, and  that  is  what  the  committee  has  in  mind  in  considering 
its  future  task. 

I  want  to  say  a  few  words  on  behalf  of  the  taxpayers"  end  of  this 
matter.  There  was  an  excellent  discussion  this  morning  of  the 
attitude  of  the  real  estate  taxpayer.  It  seems  to  me  to  be  fair  that 
we  should  consider  also  the  attitude  of  the  business  taxpayer.  We 
start  out — at  least  I  do — by  feeling  that  the  amount  of  money  which 
must  be  raised  for  the  support  of  government  is  on  the  increase  and 
is  going  to  increase  materially.  Some  years  ago  in  addressing  a 
conference  of  this  association  I  should  have  laid  very  strong  stress 
upon  the  results  of  economy  in  administration,  in  the  hope  that 
lower  taxes  might  be  secured;  but,  you  and  I  have  been  living 
during  the  past  few  years  in  a  period  of  well-defined  expansion  of 
the  program  of  government,  and  it  rarely  happens  that  when  the 
program  of  government  expands  it  afterwards  recedes  to  anything 
like  the  same  degree. 

Let  me  call  your  attention  to  two  things  which  are  going  to  add 
tremendously  to  the  cost  of  government  in  the  United  States.  The 
first  is  the  welfare  program,  and  as  regards  that  welfare  program 
in  so  far  as  it  involves  the  care  of  the  aged,  in  so  far  as  it  involves 
the  care  of  the  unemployed,  in  so  far  as  it  involves  the  care  of  the 
blind  and  those  who  are  helpless,  that  that  program  is  now  on  the 
state  for  public  support,  to  my  mind  is  clear. 

I  want  to  call  your  attention  also  to  the  expansion  that  is  bound 
to  come  to  the  educational  program.  We  are  even  faced  with  a 
situation  that,  under  maximum  and  minimum  changes,  as  under 
N.R.A.,  a  large  number  of  youngsters  who  have  formerly  been  at 
work  are  now  set  free  for  school,  and  they  return  to  school  in  the 
high  schools,  the  costly  branch  of  our  public  service.  In  the  state 
of  Penns3'lvania  alone,  since  the  N.R./V.  went  into  operation,  we 
have  had  an  increase  of  20,000  in  our  high  school  enrollment,  and 
our  high  school  education  costs  something  like  three  times  as  much 
as  the  elementary  school  education  does.  I  merely  mentioned  those 
things  to  support  my  general  statement  that  there  is  going  to  be  an 
increase  in  the  cost  o''  government.  That  increase  is  going  to  bear 
hard  upon  a  populac  that  is  today  more  heavily  over-taxed  than  at 
anv  time  in  its  historv,  and  vet  to  mv  mind  that  condition  is  eoinjr 
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to  continue.  Under  those  circumstances  it  seems  to  be  clear  that 
the  taxpayer  himself  has  the  right  to  raise  the  question  as  to  what 
method  of  taxation  shall  be  employed  as  against  his  business.  We 
are  employing  today  divers  systems  of  state  taxes  upon  business; 
we  are  adding  tremendously  to  the  costs  which  the  taxpayer  must 
pay  in  order  to  find  his  tax  liability,  that  is  in  addition  to  the 
money  that  is  paid  for  taxes.  It  is  his  own  expenditure  to  find  out 
what  his  taxes  are.  Last  February,  down  in  Congress,  one  of  the 
congressmen  from  this  commonwealth,  Congressman  GifFord,  made 
the  statement  that  the  taxpayers  in  preparing  their  returns  for  in- 
come tax  in  a  particular  year,  had  paid  $400,000,000,  and  that  was 
in  addition  to  the  tax  itself;  and  that  was  simply  to  find  out  their 
tax  liabilities.  That  same  situation  is  now  being  reported  with  ref- 
erence to  the  corporations  that  do  business  in  two  or  three  states, 
or  as  to  the  businesses  that  cover  the  whole  nation.  Recently  Smith 
Brothers  (cough  drops),  Poughkeepsie,  New  York,  with  the  won- 
derful beards,  put  out  a  placard  saying  '"  Smith  Brothers  pay  the 
following  taxes,"  with  thirty-five  taxes  on  their  list.  The  Krueger 
Stores  have  put  out  a  placard  saying  "  The  Krueger  Stores  pay  the 
following  taxes,"  listing  forty-four  taxes.  Each  tax  that  they  pay 
means  a  special  cost  to  the  taxpayer  in  order  to  find  out  whether 
tlie  tax  liability  has  been  correctly  imposed. 

Frankly,  in  working  out  this  plan,  Mr.  Ciraves  and  I  have  jjeen 
at  it  for  several  years,  and  we  have  had  in  mind,  first,  raising  addi- 
tional revenue  for  state  and  local  governments,  so  that  the  states 
and  local  governments  ma)'  take  over  the  functions  that  properly 
belong  to  them,  without  going  down  to  Washington  and  begging 
for  a  bounty;  and,  in  the  second  place,  to  raise  that  money  in  a 
unified  method  so  that  the  taxpayer  himself  would  be  saved  the 
unnecessary  expense  to  which  he  is  put  today  in  order  to  determine 
his  tax  liability.  From  those  points,  however,  we  feel  that  there 
is  at  least  merit  in  considering  the  plan.  You  are  not  asked  to 
pronounce  definitely  upon  it  tonight.  I  doubt  very  much  whether 
you  will  be  asked  to  pronounce  definitely  upon  it  during  this  session. 
You  are  asked  to  talk  it  over,  and  on  behalf  of  the  committee,  Mr. 
Bond  has  invited  suggestions. 

On  behalf  of  what  is  called  the  Graves-Edmonds  plan,  we  also 
invited  suggestions,  for  we  want  to  see  if  something  cannot  be 
worked  out  that  will  give  us  a  feasible,  coordinated  scheme  of  rev- 
enue collection  which  will  give  adequate  functions  to  all  branches 
of  our  governments  for  the  duties  that  they  are  to  perform,  and  yet 
raise  that  money  at  the  minimum  of  extra  expense  to  the  taxpayer. 

CiiAiRM.w  V.  H.  GiBBS :  Are  there  any  further  observations  ? 

Russell  L.  Bradford  (New  York)  :  It  is  not  my  intention  to 
express  too  dogmatically  an  opinion  contrary  to  that  of  the  gentle- 
men who  have  given  so  much  study  to  this  subject,  but  nevertheless 
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1  am  (juite  sure  notwithstanding  the  views  of  the  preceding  gentle- 
man, that  the  real  issue  in  America  is  not  that  of  one  merely 
between  taxpayers  and  government  tax  collectors.  The  issue  is 
deeper  and  much  more  fundamental.  It  strikes  at  the  heart  of  our 
dual  government,  at  our  institutions,  and  it  may  have  far-reaching 
effect  on  our  children  and  grandchildren. 

The  purpose  or  plan  to  nationalize  or  federalize  all  of  our  general 
taxes,  such  as  gasoline,  tobacco,  corporate  and  other  general  taxes, 
is  supported  in  the  name  of  uniformity,  efficiency  of  collection,  and 
upon  the  ground  of  a  saving  in  the  cost  of  administration  of  the  tax. 
Upon  such  a  ground  men  are  walling  to  surrender  the  rights  of  the 
states,  and  to  confess  their  inability  properly  to  administer  state 
taxes.  This  confession  does  not  credit  to  the  ingenuity  and  capacity 
of  state  tax  officials,  and  is  an  indirect  assumption  of  superiority  of 
federal  tax  officials.  The  adoption  of  such  a  plan  in  the  end  makes 
for  the  selling  of  their  birthright  of  state  and  local  autonomy  and 
government  for  the  mess  of  pottage  of  securing  a  less  expensive  tax 
administration. 

The  plan  is  supported  on  the  ground  of  emergency.  The  argu- 
ment runs  that  taxes  must  be  collected  in  this  day  of  great  world- 
wide depression  to  relieve  unemployment,  to  subsidize  the  farmer,  to 
pay  for  the  curtailment  of  production,  and  to  defray  the  expense  of 
new  governmental  construction  that  employment  may  be  given. 
This  claim  or  justification  for  every  new  aggrandizement  of  power 
by  the  federal  government,  and  every  new  form  of  legislation  in  the 
name  of  emergency  to  use  the  language  of  the  late  Senator  Lamar 
"  sometimes  fatigues  my  contempt." 

I  fully  realize  that  this  report  is  innocuous,  in  fact  any  action 
taken  by  this  body  is  quite  innocuous,  but  independently  of  that  I, 
as  a  member  of  this  organization  for  many  years,  like  to  believe  in 
its  dignity  and  in  its  constructive  influence,  and  its  glory,  and  there- 
fore to  believe  that  whatever  it  does  it  is  doing  something  worth- 
while. The  subjects  of  its  discussions  should  be  approached  in  a 
spirit  of  both  seriousness  and  dignity.  Whether  this  Association's 
positive  acts  count  in  the  end  materially  and  practically  does  not 
make  a  particle  of  difference.  A  discussion  of  its  reports  must  and 
should  be  considered  seriously.  Therefore,  I  look  at  this  report  and 
take  the  things  said  as  seriously  said  and  meant.     The  report  says: 

'■  Your  committee  recommends  that  the  resolution  as  thus 
amended  receive  further  consideration  and  suggests  that  to  this 
study  might  well  be  added  the  problem  of  the  extension  of  fed- 
eral authority  and  control  through  the  taxing  powers  over  purely 
intrastate  business  as  now  in  operation  under  the  National  In- 
dustrial Recovery  Act  and  the  Agricultural  Adjustment  Ad- 
ministration." 
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Note  this  language  which,  while  not  underscored,  stands  silhou- 
etted against  the  background  of  the  rest  of  the  language  of  the  whole 
sentence  as  though  it  were  indeed  set  off  in  itailcs  "  the  problem 
of  the  extension  of  federal  authority  and  control  through  the  taxing 
powers  over  purely  intrastate  business  as  now  in  operation  under 
the  National  Industrial  Recovery  Act  and  the  Agricultural  Adjust- 
ment Administration." 

You  who  are  tax  collectors,  you  gentlemen  who  represent  business 
firms  in  the  United  States,  you  ladies  who  pay  taxes  or  who  have 
husbands  or  fathers  or  brothers  who  pay  taxes,  if  you  don't  pay 
them  yourselves,  are  vitally  concerned  in  the  operation  of  the 
National  Industrial  Recovery  Act  and  the  Agricultural  Adjustment 
Administration.  Let  me  ask  you  three  or  four  hundred  able-bodied, 
frank-faced,  well-born,  healthy  citizens  of  America :  Do  you  really 
believe  that  we  want  in  these  United  States  an  extension  of  federal 
authority  with  its  enveloping  bureaucracies  ?  Do  you  really  want 
that  extended  any  further  ?  Do  you  want  the  National  Industrial 
Recovery  Act  or  the  Agricultural  Adjustment  Administration  to 
have  any  more  power  than  it  already  has?  But  you  say  that  this  is 
not  an  argument  against  the  report ;  that  I  am  merely  asking  ques- 
tions. Even  so,  the  questions  go  to  the  very  root  of  whether  in 
your  wise  judgment  you  are  desirous  of  subordinating  the  rights 
and  obligations  of  local  taxation  to  some  general  centralized  bureau- 
cracy located  in  Washington.  I,  for  one,  do  not  believe  that  any 
small  minority,  much  less  majority,  of  the  American  people,  that  is 
an  educated  and  intelligent  group  of  American  women  and  men, 
want  the  federalization  of  all  of  our  general  taxes  with  the  under- 
mining influence  of  such  a  plan  upon  our  very  institutions,  and  with 
the  possibility  of  such  a  plan  coming  back  to  "  mess  up  "  our  whole 
tax  system  as  has  been  done  with  the  federal  estate  tax.  There  is 
no  more  criminal  act — I  use  the  word  criminal  in  its  broad,  not  its 
technical  sense,  that  is  to  mean  vicious — than  the  foolish  advocacy, 
the  foolish  and  ruinous  operation  of  the  federal  estate  tax  with  its 
rebate  or  credit  system  to  the  estates.  It  does  what?  It  does  not 
benefit  the  dead  man  who  has  left  a  widow  and  child  a  penny.  It 
feeds  mainly  the  pockets  of  lawyers,  not  the  widow  nor  the  child, 
nor  even  in  fact  the  charitable  or  eleemosynary  institution  which 
may  be  the  recipient  of  the  bounty  of  the  decedent. 

There  is  no  person — that  is,  no  layman — I  know  of  who  can  go 
to  the  federal  government  and  get  credit  against  the  federal  estate 
tax  properly,  even  though  he  watch  carefully  the  Statute  of  Limita- 
tions, and  which  credit  provision  is  invoked  with  a  technicality  that 
is  almost  shameful.  There  is  no  person  I  know  of  who  can  do  it — 
any  general  statement  of  this  sort  is,  of  course,  subject  to  its  quali- 
fications— without  the  help  and  assistance  of  some  lawyer.  He  in 
turn  charges  the  estate.  When  you  make  your  tax  system  so  com- 
plicated that  the  laws  of  one  locality  or  sovereignty  dovetail  or  inter- 
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lace  with  those  of  another,  you  merely  render  the  thing  so  complex 
that  the  pockets  of  lawyers  are  fed  rather  than  the  taxpayers  them- 
selves assisted  or  benefited.  I  am  a  lawyer  and  I  am  rather  proud 
of  being  one.  Nevertheless  I  cannot  advocate  any  tax  law,  the 
administration  of  which  necessarily  requires  lawyers  in  order  to  see 
that  the  taxpayers  are  fully  and  adequately  protected.  So,  therefore, 
I  say  to  you  gentlemen,  let  us  stop,  look  and  listen  before  we  jump 
too  hastily  to  a  surrender  of  the  sovereign  rights  of  the  states  anil 
to  the  possible  abolition  of  our  American  institutions. 

Already  I  believe  the  states  have  run  too  much  to  the  federal 
government  for  help.  One  is  almost  tempted  to  say  that  the  advo- 
cates of  such  a  plan  have  lost  confidence  in  the  states'  power  to  im- 
pose and  collect  fair  and  reasonable  taxes.  This  is  a  far  cry  from 
Lord  Bryce's  high  compliment  to  the  success  of  the  American 
Commonwealths,  and  indeed  a  far  cry  from  Lord  Macaulay's 
prophecy  with  respect  to  the  eventual  destiny  of  the  National  Gov- 
ernment. 

Power  breeds  power,  and  once  a  power  is  exercised,  rarely  is  it 
surrendered.  States,  it  is  possible,  may  find  themselves  almost 
without  funds  once  they  surrender  their  taxing  power  to  the  federal 
government.  Take,  for  illustration  the  federal  estate  tax,  which  is 
the  precedent  upon  which  the  advocacy  of  the  plan  suggested  in  the 
report  is  grounded.  In  1924  and  1926  it  was  earnestly  advocated  in 
many  high  quarters  that  the  federal  estate  tax  should  be  abolished 
and  this  source  of  revenue  left  for  the  support  of  the  states.  In 
other  quarters  it  was  urged  that  the  federal  estate  tax  should  be 
retained  as  a  means  of  forcing  the  states  into  some  basis  of  reci- 
procity and  of  uniformity  in  the  imposition  of  death  duties.  There- 
fore, the  central  government  imposed  a  tax  running  to  the  high 
rates  of  twenty  per  centum,  of  which  some  eighty  per  centum  thereof 
could  be  paid  to  the  states  and  a  credit  taken  therefor.  In  other 
words,  of  a  total  tax  the  federal  government  undertook  to  say  that 
it  would  retain  for  itself  only  twenty  per  centum. 

Yet  we  see  what  happened  in  the  1932  Act,  and  under  the  1934 
rates,  when  the  government  increased  this  rate  to  a  high  of  sixty 
per  centum  but  without  any  benefit  of  the  additional  taxes  to  the 
states.  In  other  words,  this  source  of  revenue,  except  to  the  extent 
of  the  eighty  per  centum  of  the  1926  rates,  so  far  as  the  states  of 
this  country  are  concerned,  has  been  dried  up.  Quite  obviously  no 
state,  with  the  possible  exception  always  of  Louisiana,  now  could 
afford  to  increase  its  death  duties.  In  other  words,  the  states  by 
insisting  that  the  federal  government  impose  the  federal  estate  tax 
for  the  purposes  above  referred  to,  have  rendered  arid  a  previously 
fertile  source  of  revenue.  The  action  of  the  federal  government  in 
this  respect  is  an  earnest  of  what  may  in  all  probability  follow  upon 
the  state's  surrender  of  the  right  to  impose  and  collect  corporate, 
gasoline,  tobacco  and  other  national  or  general  taxes  to  the  federal 


REPORT  OX  FEDERAL  A\D  STATE  TAX  RELATIOXS      177 

government  throug-h  tlie  instrumentality  of  the  National  Industrial 
Recovery  Act  or  the  Agricultural  Adjustment  Administration. 

In  addition  to  that,  and  clearly,  such  a  plan  makes  for  the  building 
of  super-bureaucracies,  and  already  our  central  government  is  over- 
burdened with  bureaus.  It  has  even  been  suggested  in  the  papers 
that  all  corporations  should  have  federal  charters  so  that  the  federal 
government  could  control  the  property  rights,  rights  of  contract, 
and  power  of  existence  of  every  corporation  in  the  country.  States 
themselves  at  this  rate  would  soon  be  wiped  out,  and  yet  over  a 
period  of  very  nearly  one  hundred  and  fifty  years  we  have  grown 
large  and  powerful  under  our  machinery  of  dual  government. 

I,  for  one,  have  a  lingering  affection  for  the  view  that  the  states 
can  work  out  their  own  tax  salvation  and  their  own  needs  without 
constantly  nursing  at  the  broad  breasts  of  the  federal  government. 

I  note  that  the  report  suggests  that  we  consider  the  matter  further. 
Clearly  I  approve  of  this.  The  object  of  my  observations  is  that 
this  whole  matter  should  be  considered  from  more  angles  than  merely 
one  of  tax  collecting  and  tax  paying,  as  the  gentleman  just  preced- 
ing me  seemed  to  indicate  was  the  basic  issue.  Naturally,  I,  like 
any  of  you,  am  quite  willing  to  consider  anything  that  is  indicative 
of  an  advance,  or  that  will  give  promise  to  improving  things,  pro- 
vided the  sacrifice  to  get  the  improvement  will  not  in  turn  be  more 
severe  than  the  ills  already  suffered. 

I  say  this  to  you,  if  my  words  mean  anything  to  you :  Do  not 
extend  the  smallest  iota  of  more  power  to  the  federal  government 
with  respect  to  taxation  than  the  federal  government  already  enjoys, 
and  that  in  a  sense  it  has  seized  from  the  rights  of  the  individual 
citizens,  rights  that  belong  to  the  states,  the  individual  municipali- 
ties and  the  local  communities.  If  anything,  take  back  the  powers 
already  seized  in  order  that  the  states  and  the  small  localities,  as- 
well  as  the  people  living  therein,  may  exercise  those  rights  close  at 
home  and  not  be  dealt  with  by  some  bureau  hundreds  or  thousands 
of  miles  away.  Before  we  start  on  a  new  tack  in  this  storm  of 
depression  and  so-called  emergency,  let  us  at  least  weigh  carefully 
whether  in  doing  so  we  may  not  wreck  the  bark  upon  the  shores 
of  bureaucracy. 

The  tree  may  be  killed  just  as  effectively  by  girdling  as  by 
chopping.  The  strangling  force  of  centralized  bureaucracies  must 
not  be  underestimated. 

William  B.  Belknap  (Kentucky)  ;  Aly  good  friend,  Mr.  Brad- 
ford, and  I  stood  on  opposite  sides  of  this  question  of  estate  taxes 
some  eight  or  nine  years  ago  at  a  very  memorable  meeting  in  New 
Orleans.  I  am  very  fond  of  a  fight,  but  I  have  had  all  the  fighting 
I  wanted  this  spring  in  two  sessions  of  the  Kentucky  legislature, 
in  which  the  sales  tax  was  the  principal  feature.  For  that  reason 
I  will  not  disinter  the  corpse  that  was  buried  beneath  the  waters  of 
12 
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the  Mississippi,  and  the  state  of  Louisiana.  That  fight  is  over  and 
it  is  so  far  gone  as  the  Civil  War.  But,  I  come  to  ask  you  tonight 
to  consider  this  matter  from  a  little  different  angle. 

We,  as  the  National  Tax  Association  in  conference,  have  come 
here  as  an  open  forum  and  it  is  well  that  we  have,  because  there  is 
before  this  nation  this  question  of  increasing  and  conflicting  taxa- 
tion, which  is  not  only  serious  but  tragic  in  its  possibilities.  Now, 
we  do  not  expect  from  this  conference,  nor  from  the  National  Tax 
Association,  anything  that  would  in  any  way  bear  immediately  upon 
these  problems.  The  report  that  has  just  been  read  has  asked  for 
another  year  and  has  definitely  stated  that  these  considerations  are 
to  be  considered  as  for  normal  times,  and  I  pray  to  God  that  these 
are  not  normal  times. 

I  have  been  working  with  the  Honorable  ^lark  Graves,  and  a 
number  of  the  other  men  whom  I  have  known  for  these  many  years, 
since  we  started' in  on  this  old  inheritance  tax  work,  and  we  have 
labored,  not  to  any  very  great  accomplishment  so  far  but  to  some 
advantage,  as  has  been  quoted  in  this  report.  Our  Interstate  Com- 
mission on  Conflicting  Taxation  on  Monday  asked  the  American 
Legislators  Association,  which  I  have  the  honor  to  head,  to  call  a 
meeting  of  the  Interstate  Legislative  Assembly  some  time  early  in 
1935,  with  the  idea  that  some  of  the  more  practical  parts  of  these 
problems  shall  receive  serious  consideration  at  the  hands  of  state 
legislators,  who  in  turn  can  take  their  problems  back  to  their  own 
states  and,  through  their  state  legislatures  and  through  their  state 
men  of  influence,  can  aft'ect  Congress  in  turn,  so  that  Congress  will 
in  its  turn  pay  some  attention  to  the  needs  of  the  states  for  revenues. 
It  is  pretty  certain  that  this  next  Congress  will  tremendously  in- 
crease taxes.  You  know  it,  I  know  it  and  all  of  us  know  it.  Every 
time  they  increase  taxes  they  run  the  gravest  risk,  if  not  the  cer- 
tainty of  taking  money  that  is  now  needed  or  will  be  needed  by  the 
states ;  and  they  will  take  it  from  the  states  when  they  increase  these 
various  taxes.  There  is  only  one  way  that  we  can  make  this  burden 
in  any  way  bearable,  and  that  is  by  careful  consideration  of  how 
these  taxes  pile  one  upon  another. 

Now,  I  am  getting  up  not  in  any  way  to  argue  how  this  should 
be  done,  but  I  wish  to  ask  that  you  gentlemen,  who  come  from  all 
over  the  Union  and  are  here  and  interested  in  these  problems,  will 
go  to  your  liomcs  prepared  to  see  that  properly  authorized  delegates 
attend  this  second  Interstate  Legislative  Assembly  in  Washington, 
when  it  is  called.  The  first  one  was  a  most  inspiring  event.  Mr. 
Bradford  was  there  and  helped  us,  and  I  have  never  had  the  oppor- 
tunity of  working  with  a  more  serious  or  more  intelligent  body  of 
men  than  we  had  there  in  Washington ;  but  the  problem  is  perfectly 
stupendous;  and  when  you  ask  your  legislators  to  come  you  should 
do  it  in  the  humility  of  knowing  that  the  most  you  can  expect  oi 
them  is  small  achievement.     I  do  ask  vou  that  when  you  go  to  your 
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homes  you  go  determined  that  you  wiU  help  hring  into  a  real  exist- 
ence this  intermediary  power,  which  is  going  to  be  essential  if  we 
are  going  to  keep  within  leash  the  encroachment  of  the  federal  gov- 
ernment upon  the  perserves  of  state  revenues,  tliat  are  absolutely 
essential  to  state  welfare.  There  are  a  lot  of  other  things  I  could 
say,  but  I  know  my  time  is  about  up,  and  I  want  to  thank  you  for 
your  attention,  and  I  hope  you  will  not  only  remember  this  in  your 
hearts  but  will  do  something  about  it. 

Chairman  Gibbs:  Any  further  discussion  of  the  report? 

J.  S.  Y.  IviNs  (District  of  Columbia)  :  In  the  report,  suggestion 
was  made  that  other  plans  might  be  entertained  and  discussed  and 
I  just  want  to  submit,  without  recommending,  a  plan  that  seems  to 
me  simpler  than  the  Graves-Edmonds  plan,  one  which  would  accom- 
plish the  same  result  and  more,  and  that  is  why  not  abolish  the 
states  and  turn  them  into  counties  ?  It  would  not  take  a  constitu- 
tional amendment ;  all  you  have  to  do  is  what  has  been  done  in  the 
National  Industrial  Recovery  Act  and  the  Agricultural  Adjustment 
Act.  Congress  can  declare  all  commerce  to  be  interstate  commerce 
and  prohibit  the  states  from  levying  any  taxes  except  poll  taxes. 
Then,  Congress  can  say  there  shall  be  a  tax  and  delegate  to  a 
member  of  the  cabinet  the  power  to  determine  on  what  it  shall  be 
imposed,  at  what  rates,  and  how  the  money  shall  be  used!  Thank 
you. 

Chairman  Gibbs  :  Any  further  discussion  ? 

Seth  Cole  (New  York)  :  Mr.  Chairman  and  Ladies  and  Gentle- 
men of  the  conference :  Of  course  we  all  appreciate  that  what  our 
good  friend  Jim  Ivins  has  said  has  been  in  a  facetious  mood  and 
so  it  is  not  necessary  for  us  to  go  into  that  very  deeply ;  but  I 
really  was  surprised  at  what  my  old  friend  Russell  Bradford  had  to 
say  when  he  told  us  it  was  impossible  to  determine  the  amount  of 
credit  that  might  be  obtained  against  the  federal  estate  tax.  I  say 
I  am  surprised  because  if  I  had  been  called  upon  to  nominate  the 
one  man  in  the  United  States  who  would  know  more  about  that 
than  anyone  else,  I  would  say  Russell  Bradford,  but,  however,  that 
may  be,  Russell,  if  you  have  any  further  difficulty  in  that  regard  I 
can  say,  like  INIae  West,  "  come  up  and  see  me  sometime." 

Now,  I  have  listened  with  a  great  deal  of  interest  to  the  reading 
of  this  report,  which  first  came  to  my  attention  from  the  lips  of  the 
speaker,  and  therefore,  it  is  somewhat  difficult  to  get  up  and  com- 
ment upon  it.  I  know  that  the  report  is  presented  in  a  spirit  of 
fairness  and  with  a  desire  that  both  sides  of  the  controversy  shall  be 
placed  before  this  conference ;  and  yet  I  wonder,  as  I  read  the 
various  arguments  pro  and  con,  which  are  contained  in  the  report, 
why  there  were  only  seven  reasons  advanced  in  favor  and  fifteen 
against,  because  I  am  sure  that  T  could  think  of  at  least  eight  more 
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reasons  in  favor  of  the  report,  so  as  to  maintain  the  ship  on  an 
even  keel. 

The  thing  tliat  does  impress  me  about  tliis  entire  subject  is  that 
there  seems  to  be  a  feeling  on  the  part  of  a  good  many  that  this 
big  bad  wolf  down  at  Washington  is  just  going  to  swallow  up  the 
states  if  nothing  is  done  about  it.  Now,  it  seems  to  me  that,  as  far 
as  any  of  us  can  project  our  vision,  the  chief  reliance  of  all  of  the 
states  for  the  purpose  of  taxation  is  going  to  be  upon  the  general 
property  tax.  I  don't  think  there  is  any  mistake  about  that.  The 
bulk  of  the  revenue  of  the  American  states  is  going  to  be  raised  by 
a  general  property  tax,  and  any  other  taxes  that  may  be  levied  for 
state  and  local  purposes  are  going  to  be  supplementary  in  their 
nature. 

Xow,  the  United  States  Supreme  Court  on  numerous  occasions 
has  taken  cognizance  of  the  fact  that  there  is  a  point  where  the 
taxing  power  of  one  state  infringes  upon  the  taxing  power  of  an- 
other state;  and  it  seems  to  me  that  that  is  the  real  thing  which  is 
to  be  considered  in  connection  with  this  so-called  Graves-Edmonds 
plan.  The  various  taxes  which  are  proposed  for  collection  by  the 
United  States,  with  distribution  to  the  states  by  the  federal  govern- 
ment, are  taxes  where  there  is  bound  to  exist  this  encroachment  by 
one  state  upon  the  other.  Theriefore,  it  seems  to  me,  that  it  is  en- 
tirely in  cognizance  with  our  American  form  of  government  and  in 
cognizance  with  the  Constitution  of  the  United  States  as  interpreted 
by  our  higher  court,  that  there  should  be  a  coordination  of  these 
taxes  to  the  end  that  these  conflicting  interests  of  the  states  may  be 
adjusted  and  reconciled. 

Xow,  I  do  not  undertake  to  say  whether  the  Gra\es-Edmonds 
plan  as  presented  in  this  paper  is  a  finished  product.  It  may  be 
that  there  are  many  ways  in  which  it  can  be  improved.  But,  it  does 
seem  to  me  that  in  principle  the  plan  is  right,  that  we,  as  states  of 
this  Union,  have  got  to  come  to  recognize  the  fact  that  not  only  has 
one  state  a  right  to  invoke  the  doctrine  of  state  rights  but  that  the 
other  states  have  an  equal  right  to  invoke  the  doctrine  of  state  rights, 
and  when  those  invocations  of  that  doctrine  conflict,  then  a  way 
must  be  found  for  their  reconciliation  and  adjustment ;  and  I  be- 
lieve that  the  plan  as  set  forth  in  this  report,  called  the  Graves- 
Edmonds  plan,  is  one  that  primarily  has  in  it  the  germ  and  the 
purpose  of  bringing  about  that  reconciliation. 

Chas.  W.  Gerstenberg  (Xew  York)  :  IMay  I  make  two  re- 
marks? I  think  that  most  of  the  arguments  against  the  plan  are 
arguments  against  the  present  system.  We  have  subventions,  and' 
all  of  those  subventions  are  about  the  same  as  the  amount  of  money 
that  would  be  raised  under  the  Edmonds  plan,  the  difference  being, 
however,  that  under  the  present  system  the  states  come  hat  in  hand 
and  say,  "  May  wc  have  it  ?"     Or  thev  come  with  hat  behind  the 
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back,  and  the  federal  government  says  "  You  must  take  it."  I  think 
it  is  implicit  in  the  Edmonds  plan  that  if  the  money  is  raised,  which 
we  allocate  on  the  hasis  of  population  or  on  some  other  basis,  that 
then  the  subventions  would  have  to  cease  and  the  government  of  the 
states  would  take  what  they  are  entitled  to  and  not  what  is  given 
to  them.  I  am  not  the  mythical  person  who  would  make  some 
remarks  on  the  constitutional  points,  but  I  would  like  to  say  a  word 
or  two  about  those  papers.  I  know  that  the  Supreme  Court  has 
defined  the  words  "  import  "  and  "  export  "  as  applying  to  our  own 
trade.  I  rather  tliink  that  a  historical  re-examination  of  the  whole 
situation  might  lead  the  Supreme  Court  to  a  different  consideration 
at  the  present  time.  You  know  that  the  ninth  Section  of  Article  I 
of  the  Constitution  says  that  the  United  States  Government  may 
not  tax  exports,  and  the  tenth  Section  of  the  first  Article  of  the 
Constitution  says  that  no  state  may  levy  an  export  or  an  import  tax. 

Now,  it  is  rather  peculiar  that  the  United  States  is  inhibited  from 
levying  an  export  tax  but  the  states  are  inhibited  from  levying  both 
export  and  import  taxes.  1  think  that  is  peculiar,  I  say,  unless  you 
examine  the  history. 

The  framers  of  tlie  Constitution  were  under  the  influence  of  the 
mercantilized  school  of  economists  who,  as  you  know,  l)elieved  that 
a  sovereignty  was  strong  if  it  had  gold,  and  the  only  way  to  get 
gold  into  a  nation  was  to  export  goods,  and  it  was  a  part  of  the 
polity  of  most  of  the  European  nations  to  absolutely  prohibit  in  any 
way  any  burden  on  the  exportation  of  goods,  in  order  that  gold 
might  be  attracted  into  the  country;  and  when  the  Constitution 
provided  that  the  national  government  could  not  impose  an  export 
tax,  they  wanted  to  make  sure  that  gold  would  flow  into  this  coun- 
try; but,  the  national  government  was  permitted  to  tax  imports 
because  that  would  not  affect  the  gold  situation. 

Now,  looking  at  the  historical  situation,  so  far  as  the  colonies 
were  concerned,  we  know  they  were  levying  export  and  import 
taxes  in  relation  to  one  another ;  and  the  reason  why  the  constitu- 
tional convention  was  called  was  to  remedy  just  that  particular 
situation.  It  had  gotten  so  far  that  they  were  not  only  burdening 
conmierce  with  taxes,  they  were  levying  embargoes ;  one  colony 
would  levy  a  tax  on  the  goods  coming  in  from  the  other  state,  and 
the  other  state  would  say,  "  Now,  we  prohibit  our  people  from 
having  any  commerce  at  all  with  the  other  colony  " ;  and  I  am 
quite  convinced  tliat  if  we  permitted  the  states  to  tax  interstate 
commerce,  the  time  would  come  when  that  situation  would  again 
arise,  and  I  am  sure  that  from  the  practical  aspect  if  enough  time 
elapsed  between  the  passing  of  such  a  statute  and  the  passing  on  it 
by  the  Supreme  Court,  the  situation  would  be  so  bad  that,  in  the 
words  of  Mr.  Dooley,  the  Supreme  Court  would  follow  the  people 
and  sav  that  the  law  is  no  good. 


182  NATIONAL  TAX  ASSOCIATION 

Simeon  E.  Lelaxd  (Illinois)  :  I  would  like  to  follow  right  along- 
certain  statements  of  Dr.  Gerstenberg,  particularly  because  I  think 
that  we  are  all  wont  to  ignore  the  license  of  fiscal  history.  We  have 
assumed  here,  in  almost  three  separate  papers,  this  evening,  the 
desirability  of  giving  the  states  the  right  to  tax  interstate  commerce 
without  examining  at  all  any  of  the  reasons  why  that  ought  to  be 
done,  except  because  the  states  that  have  attempted  to  impose  sales 
taxes  have  found  that  that  is  one  of  the  difficulties  in  their  effective 
execution.  The  reasons  for  the  constitutional  inhibitions  upon  that 
right  have  not  been  looked  into  at  all,  not  only  for  the  reasons 
which  Dr.  Gerstenberg  recites,  but  the  experience  in  the  restrictions 
upon  the  Congress  and  the  deleterious  effects  upon  trade,  which 
result,  account  in  large  part  for  those  early  constitutional  provisions, 
plus  the  fact  that  few  people  saw  who  it  was  that  ultimately  would 
be  called  upon  to  bear  the  burden  of  that  kind  of  taxation.  Since 
that  is  true,  it  seems  to  me  that  we,  as  state  officials,  ought  to  very 
seriously  examine  the  question,  particularly  in  view  of  the  vast 
territorial  division  of  labor  and  the  adverse  economic  interests  of 
various  states,  and,  indeed,  the  interests  of  all  states  in  free  com- 
merce, whether  or  not  the  proposal  to  grant  that  right  to  tax  inter- 
state commerce  is  not  in  the  long  run  going  to  destroy  a  large  part 
of  the  advantages  which  have  come  from  our  freedom  of  trade 
between  the  states,  and  which  in  large  part  has  accounted  for  the 
success  with  which  our  federal  government  has  carried  on. 

Another  thing  to  be  taken  into  account  is  simply  the  fact  that 
between  the  time  of  the  adoption  of  these  constitutional  devices  and 
the  present  time,  vast  changes  have  taken  place  in  the  character  of 
trade  and  industry,  and  also  in  the  character  of  our  economic  life. 
When  our  constitutional  tenets  were  developed,  we  were  only  a 
string  of  settlements,  agricultural  in  nature,  upon  the  Atlantic  coast, 
dependent  upon  local  trade  and  interested  largely  in  local  trade. 
Now,  as  a  matter  of  fact,  we  have  become  a  nation  where  the  trade 
is  essentially  trade  between  the  states  and  not  the  trade  within  the 
states;  and  a  large  part  of  the  differential  advantage  which  has 
developed  in  the  United  States  as  compared  with  other  countries, 
has  come  because  of  that  freedom  of  intercourse  which  has  been 
granted,  and  granted  to  us  under  the  Constitution.  When  we  wave 
all  of  that  aside  and  assume  that  simply  because  for  administrative 
reasons  we  ought  to  have  that  right,  I  think  we  are  overlooking  one 
very,  very  important  fact. 

I  would  like  to  see  some  further  consideration  given  to  those 
aspects  of  the  question  rather  than  merely  considering  the  adminis- 
trative difficulty.  Perhaps  the  real  solution  of  the  question  is  the 
transfer  to  the  national  government  of  all  of  the  taxation  of  trade 
and  commerce  and  to  deprive  the  states  of  all  rights  whatever  to  tax 
business  and  trade,  including  all  sales  taxation ;  and  perhaps  that. 
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along  with  other  alternatives,  ought  to  be  considered  rather  than 
only  the  single  alternative  of  granting  to  the  states  the  right  to  tax 
something  which  is  now  out  of  their  reach. 

A.  H.  Stoxe  (Mississippi)  :  I  am  not  going  to  say  anything 
except  just  this:  I  want  to  call  attention  to  the  statement  on  the 
front  page  of  this  report,  that  the  committee  earnestly  solicits  com- 
ments and  criticisms  and  also  specific  proposals  of  plans  for  the 
committee's  further  consideration ;  in  other  words,  that  this  report 
is  submitted  to  this  body  for  its  determination  as  to  whether  it  is 
going  to  continue  the  committee  or  not.  If  the  committee  is  going 
to  be  continued,  then  the  committee  will  value  most  heartily  these 
observations  that  we  are  receiving  informally.  In  other  words,  if 
we  can  get  in  concrete  form  the  suggestions  and  the  recommenda- 
tions and  the  objections  which  are  advanced  from  time  to  time  in 
these  discussions,  for  the  deliberations  of  the  committee,  and  its 
subsequent  conclusions,  the  committee  would  be  very  greatly  helped. 
In  reply  to  the  suggestion  a  while  ago  as  to  disparity  between  the 
arguments  for  and  the  arguments  against,  I  want  to  call  the  atten- 
tion of  the  entire  assembly  to  the  fact  that  it  is  stated  in  his  report 
that  the  entire  Graves-Kdmonds  plan  will  be  attached  to  this  docu- 
ment. 

Farwell  Kxapp  (Connecticut)  :  I  do  not  wish  to  transgress 
upon  the  time  of  this  conference,  and  I  do  not  want  to  repeat  what 
I  said  in  Phoenix  last  year,  but  with  reference  to  the  Graves- 
Edmonds  plan,  I  would  like  to  say  one  thing,  and  perhaps  a  repe- 
tition :  I  have  the  greatest  respect  for  Mr.  Graves  and  Mr.  Ed- 
monds and  Mr.  Cole,  but  listening  to  the  discussion  tonight,  it  seems 
to  me  that  I  must  differ  with  them  on  their  idea  on  the  influence 
of  this  plan  on  state's  rights.  I  do  not  think  that  that  influence 
should  be  soft-pedaled.  I  realize  that  a  very  grave  feeling  exists, 
and  that  their  effort  is  an  honest,  sincere,  intellectual  effort  to  find 
a  solution,  but  it  seems  to  me  that  the  results  of  that  will  inevitably 
be  the  complete  absorption  of  the  states  by  the  federal  government. 
Mr.  Cole  indicated  that  by  something  he  said,  that  the  bulk  of  the 
state  revenues  would  be  from  real  estate  taxes.  Now,  those  taxes 
are  allocated  for  municipal  purposes  in  almost  every  state.  They 
are  not  sufficient  for  those  purposes.  That  leaves  the  states,  or  will 
leave  the  states,  without  any  revenues  of  their  own,  in  my  opinion, 
if  this  plan  or  a  plan  similar  to  it  is  put  into  effect,  l)ccause,  as  I 
say,  it  will  inevitably  expand.  That  is  a  prediction  which  I  am  in 
no  position  to  prove,  but  I  would  expect  that  any  such  plan  would 
expand  to  cover  all  excises  or  indirect  taxes.  It  seems  to  nie  that 
for  the  states  to  receive  hand-outs  from  the  federal  government 
of  all  of  the  taxes  which  they  may  use  for  their  own  purposes, 
merely  allowing  the  towns  and  the  cities  to  have  the  real  estate 
taxes,  would  demoralize  local  government. 
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Chairman  Gibbs:  The  Chair  next  recognizes  Mr.  Mark  Graves, 
chairman  of  the  tax  commission  of  New  York. 

Mark  Graves  (Xew  York)  :  'Mv.  Chairman  and  Gentlemen,  it 
is  getting  late  in  the  evening  and  I  do  not  wish  to  prolong  this 
discussion.  I  think  we  will  all  agree  about  this  fact,  that  we  are 
deeply  indebted  to  Henry  Bond,  our  good  friend,  and  to  the  other 
distinguished  members  of  his  committee,  for  this  very  fine,  what  I 
will  call,  progress  report.  It  is  not  presented  by  the  committee  as  a 
final  report.  If  you  wish  a  final  report,  it  will  be  necessary  to  con- 
tinue the  committee. 

Frankly,  as  the  report  was  read,  I  was  somewhat  disappointed 
with  it,  but  with  the  statements  made  by  the  chairman,  and  supple- 
mented by  Senator  Edmonds,  I  can  see  that  the  committee  has  in 
mind  tackling  those  major  problems  of  the  fiscal  relations  between 
the  federal  government  and  the  states,  which  have  really,  as  I  see 
this  report,  been  subordinated  in  it.  I  suppose  Senator  Edmonds 
and  I  should  be  flattered  that  we  proposed  a  plan  to  be  shot  at, 
quite  frankly,  which  consumed  eight  pages  of  this  progress  report. 
However,  any  plan  that  the  Senator  and  I  propose  is  entitled  to  no 
more  consideration  than  a  plan  proposed  by  any  of  the  rest  of  you. 
The  real  question  to  be  decided  by  this  committee,  and  the  thing 
that  I  want  to  see  presented  in  a  well-reasoned  and  well-thought-out 
and  well-studied  report  is,  first,  is  it  practicable  to  segregate  sources 
of  revenue  and  assign  certain  of  them  to  the  states  and  the  localities 
on  the  one  hand,  and  to  the  federal  government  on  the  other.  There 
are  people  here  who  probably  believe  that  is  feasible.  On  the  other 
Iiand,  there  is  a  body  of  thought  that  contends,  in  essential  respects 
that  the  federal  government  should  be  the  collecting  agency,  be- 
cause it  is  the  logical  jurisdiction  and  can  be,  or  ought  to  be  able  to 
be  more  efficient  in  the  collection  of  taxes,  and  that  represents  the 
other  extreme  of  view.  In  between  those  two  extremes  is  the  possi- 
bility of  using  the  credit  device  such  as  we  have  in  the  federal  estate 
tax  now. 

In  my  opinion,  the  solution  will  be  found  neither  in  complete 
segregation,  on  the  one  hand,  complete  federal  collection  on  the 
other,  nor  in  the  crediting  device  in  between.  I  think  that  in  some 
combination  of  the  three  there  will  ultimately  be  found  the  solution. 
However,  the  assurance  that  we  received  that  the  committee  will 
explore  the  possibility  of  those  things,  is  a  hopeful  sign;  and  I  am 
expecting  that  in  a  subsequent  report,  or  reports,  we  may  receive 
valuable  ideas  on  those  particular  scores. 

As  to  the  Graves-Edmonds  plan,  someone  has  proposed  some- 
thing in  the  first  instance.  Apparently  if  the  Senator  and  I  had 
not  proposed  something,  this  report  would  have  been  eight  pages 
shorter.  Perhaps  if  some  of  you  fellows  will  get  busy  and  propose 
something,  the  next  report  will  be  vuluniinously  longer. 
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I  could  answer  Mr.  Knapp  but  I  do  not  wish  to  try  you  by  ex- 
tending my  remarks  in  that  direction.  I  tliink,  however,  if  time 
permits,  it  would  be  worth  while  to  hear  something  of  the  view- 
point of  the  people  who  actually  have  to  pay  these  taxes.  For  the 
most  part,  the  men  who  enter  into  the  discussions  here  are  either 
tax  administrators,  like  myself,  or  lawyers  like  Russell  Bradford, 
who  make  a  living  out  of  the  complications  of  taxation  in  this 
country.  I  think  while  we  have  a  large  sprinkling  of  real  taxpayers 
in  the  meeting,  they  are  sort  of  awed  by  the  presence  of  these  many 
tax  administrators,  and  not  infrequently  hesitate  to  speak.  It  has 
come  to  my  attention  that  this  very  subject  which  is  under  discus- 
sion has  been  the  subject  of  study  by  a  committee  of  the  American 
Management  Association,  and  that  committee  has  prepared  a  report. 
It  has  not  been  presented  to  a  meeting  of  the  American  Manage- 
ment Association  for  approval,  because  that  association  has  not  met 
since  the  report  has  been  prepared ;  but  I  think  it  would  be  a  val- 
uable contribution  to  the  discussion  on  this  point  if  we  had  the 
attitude  of  the  members  of  the  committee  which  has  studied  this 
question  from  the  standpoint  of  industry  itself,  and  I  am  hopeful 
that  Mr.  Oliver,  chairman  of  the  committee,  who  is  present,  will 
find  it  possible  to  enter  into  the  discussion. 

C.  W.  BoGERT  (New  York):  I  think  Hon.  Mark  Graves  and 
Hon.  Franklin  Edmonds  should  be  congratulated  by  the  business 
interests  because  this  is  the  first  report  that  I  have  heard  today 
that  spoke  about  the  poor  business  man ;  all  the  other  fellows  were 
talking  about  the  poor  property  owner.  If  there  wasn't  any  business 
there  would  not  be  any  property  owner.  Getting  into  this  subject 
of  sales  taxes  and  the  ultimate  conclusion  that  we  will  probably 
have  this  interstate  commerce  picture  wafted  away,  the  report  at 
least  deals  with  one  factor,  and  that  is  the  possibility  of  getting 
some  sort  of  a  measure  whereby  we  can  have  greater  ease  in  hand- 
ling and  filing  these  reports  under  some  localized  agency,  j)ossibly 
the  federal  government.  If  we  are  going  to  have  forty-eight  states 
exercising  sales  taxes,  let  us  forget  about  this  interstate  commerce 
question  but  let  us  see  them  all  have  them.  No  one  knows  better 
than  men  who  prepare  those  returns  the  expense  and  the  cost  and 
the  time  and  the  labor  involved.  Now,  that  militates  against  busi- 
ness whether  you  pass  the  tax  on  or  not;  and  if  this  report  doesn't 
do  anything  else  but  centralize  one  effort,  in  the  attempt  to  bring 
this  thing  under  federal  control,  that  itself  will  help  business.  I 
thank  you. 

J.  W.  Oliver  (New  York)  :  I  liave  listened  with  interest  to  the 
reading  of  the  report  of  the  Committee  on  Fiscal  Relationships  of 
Federal  and  State  Governments,  and  I  have  enjoyed  the  discussion 
which  has  followed.  I  am,  however,  disappointed  that  so  few  busi- 
ness men  who  have  had  to  wrangle  with  the  problem  of  complying 
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with  the  complex  taxing  laws  have  taken  the  floor  and  presented 
their  side  of  the  picture. 

I  am  chairman  of  the  committee  appointed  hy  the  /\merican  IMan- 
agement  Association  to  study  this  problem  primarily  from  the  stand- 
point of  the  taxpayer.  Our  committee  has,  however,  been  fully 
cognizant  of  the  demands  for  revenue  from  the  various  divisions  of 
government  and  the  necessity  for  these  demands.  I  will  not  attempt 
to  give  you  a  report  of  this  committee's  findings,  but  I  will  comment 
individually  on  certain  phases  of  our  study  which  seem  to  fit  into 
the  topic  of  the  program  now  under  discussion. 

I  might  say  that  the  Graves-Edmonds  plan  as  submitted  in  the 
report  of  your  committee  very  closely  coincides  with  my  own  views 
■on  the  subject,  except  that  in  my  study  I  have  not  reached  the  point 
of  setting  out  definite  rates  of  taxation  or  any  definite  procedure 
for  allocation. 

I  earnestly  believe  that  your  Committee  on  Fiscal  Relationships, 
in  attempting  to  outline  the  arguments  for  the  plan  and  the  argu- 
ments against  the  plan,  have  given  insufficient  thought  to  the  prob- 
lem that  the  taxpayer  has  in  connection  with  the  determination  of 
tax  liability. 

It  has  been  stated  that  in  the  year  1933  there  were  more  than 
■one  thousand  new  laws  in  the  United  States  imposing  new  taxes 
and  increasing  revenue.  It  must  be  remembered  that  the  American 
people  maintain  not  only  a  national  government,  but  also  48  state 
governments;  3,062  counties;  16,659  cities,  towns,  villages,  and 
boroughs;  19,769  townships;  128,548  school  districts;  and  14,752 
other  civil  divisions — a  total  of  182,839  political  units,  all  of  which 
are  supported  by  taxation  and  which  exist  under  systems  having 
little  or  no  relationship  to  each  other  or  to  the  ability  of  the  tax- 
payers to  withstand  the  impact  of  taxes  levied. 

Let  me  direct  your  attention  to  what  I  believe  to  be  a  fact — that 
is,  that  under  the  present  pressure  for  revenue,  governments  are 
multiplying  taxes  and  increasing  the  complexities  therewith  ^to  a 
degree  that  is  seriously  impeding  not  only  the  normal  success  of 
business,  but  likewise  the  recovery  of  the  nation.  It  is  not  so  much 
the  amount  of  the  taxes  against  which  business  makes  its  complaint ; 
it  is  the  high  overhead  costs  which  are  concomitant  with  state 
taxing  systems  and  the  resulting  lack  of  uniformity  which  exists. 

In  1930  the  National  Tax  Association  directed  attention  to  the 
multiplication  of  reports  and  taxes  which  were  required  of  corpora- 
tions engaged  in  interstate  commerce.  I  will  not  take  time  to  refer 
to  them  here  other  than  to  say  that  the  conditions  brought  out  then 
are  trivial  as  compared  with  those  now  existing. 

I  think  it  is  pertinent  to  a  discussion  of  this  report  to  call  atten- 
tion to  a  statement  made  in  Congress  last  spring  that  it  costs  tax- 
payers over  four  hundred  million  dollars  a  year  to  determine  fed- 
■eral  income  tax  liabilitv.     I  understand  tliat  this  estimate  was  based 
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on  the  conditions  existing  in  the  year  1930.  W'itli  the  passage  of 
subsequent  revenue  acts  and  the  Agricultural  Adjustment  Act,  it 
would  seem  that  if  this  estimate  were  correct  as  it  related  to  1930, 
undoubtedly  it  will  cost  American  taxpayers  a  far  greater  amount 
to  prepare  their  federal  income  tax  returns  this  year ;  and  from  my 
own  knowledge  of  legal,  accounting,  and  clerical  costs  in  determin- 
ing state  tax  returns,  I  am  now  of  the  opinion  that,  in  all  proba- 
bility, it  will  cost  taxpayers  in  the  United  States  a  billion  dollars 
to  determine  their  tax  liability  and  to  comply  with  the  laws  for  the 
year  1934. 

This  is  the  taxpayers'  cost.  In  addition,  there  is  the  added  cost 
of  government  in  the  maintenance  of  duplicating  tax-collecting  de- 
partments. If  each  of  the  183,000  political  units  in  the  United 
States  imposes  a  tax,  it  should  never  be  forgotten  that  every  one 
of  these  units  must  have  a  tax-collecting  department  either  inde- 
pendent of  or  in  conjunction  with  other  units  or  departments,  thereby 
adding  tremendously  to  the  cost  of  government. 

Gentlemen,  I  feel  that  this  organization  must  recognize  the  neces- 
sity for  placing  expediency  ahead  of  tradition  and  theory,  some  of 
which  is  very  much  in  dispute. 

Undoubtedly,  there  are  certain  taxes  which  can  be  collected  more 
effectively  and  economically  by  local  government  than  by  federal 
government — such  as  property  taxes.  There  are  certain  taxes  which 
can  be  collected  more  effectively  and  economically  by  the  federal 
government  than  by  local  government — such  as  taxes  on  business, 
including  corporate  income,  corporate  profits,  corporate  excise,  cor- 
porate excess,  and  ordinary  sales  taxes.  If  these  taxes  arc  collected 
by  the  federal  government,  the  federal  government  is  dealing  with 
the  producing  corporations,  most  of  which  have  developed  accurate 
accounting  systems.  If  these  taxes,  particularly  sales  taxes,  are 
collected  by  the  states  normally,  the  states  must  deal  with  the  re- 
tailers, who  in  many  cases  have  not  developed  systems  of  account- 
ing and  are  not  able  to  stand  the  expense  of  proper  accounting. 
Nor  is  it  practical  for  state  governments  to  require  adequate  re- 
turns from  each  of  these  retailers,  to  say  nothing  of  administrative 
audits. 

I  heartily  endorse  the  Graves-Edmonds  plan  as  a  target  to  shoot 
at.  I  hope  your  committee  will  inquire  more  exhaustively  into  the 
problems  confronting  the  business  man  with  respect  to  the  present 
multitudinous  taxing  laws  before  you  place  your  stamp  of  approval 
or  disapproval  on  any  particular  plan. 

Thank  you. 

Philip  Zoi:rciier:  I  move  that  we  adjourn. 
(Motion  to  adjourn  duly  seconded) 
(Adjournment) 


FIFTH  SESSION 

Wednesday,  October  3,  1934,  9:30  A.  M. 

Chairman  A.  E.  Holcomb  :  The  meeting  will  come  to  order, 
and  I  expect  I  should  attend  to  the  machinery  this  morning  in  the 
first  instance.  This  matter  of  a  resolutions  committee  must  be  fin- 
ished. It  is  one  of  the  things  that  bothers  all  through  luiless  we 
get  it  out  of  the  way,  so  I  will  read  the  list  over. 

(The  chairman  thereupon  read  the  list  of  names  of  delegates 
selected  as  members  of  the  resolutions  committee.) 

Chairman  A.  E.  Holcomb  (continuing)  :  Governor  Bliss  is 
chairman  of  the  resolutions  committee.  I  suppose  he  will  want  to 
liave  an  organization  meeting  in  order  to  have  a  sub-committee,  as, 
of  course,  the  full  committee  is  altogether  too  unwieldy  to  function. 
If  there  are  any  resolutions,  we  shall  be  working  for  two  or  three 
days  if  they  happen  to  be  of  any  consequence.  Let  us  hope  there 
won't  be  any. 

Professor  Bullock,  being  the  oldest  ex-president,  will  probably 
be  chairman  of  the  nominating  committee,  and  I  suppose  Professor 
Bullock  will  want  to  get  his  committee  together  at  some  convenient 
time. 

Charles  J.  Bullock  (^Massachusetts)  :  ]\lr.  Chairman,  if  "old- 
est "  can  be  slipped  to  me — and  it  will  be — I  will  get  them  together 
at  the  back  of  the  room  at  the  close  of  this  meeting  and  I  will 
keep  them  together  about  two  minutes.  If  that  is  not  the  best  mode 
of  procedure,  we  will  convene  on  Boston  Common  and  go  into  a 
huddle. 

Chairman  A.  E.  Holcomb:  I  think.  Governor  Bliss  can  man- 
age that  resolutions  committee  business  to  suit  himself.  I  see  the 
Governor  coming  in  now.  Governor,  we  were  just  speaking  about 
the  resolutions  committee  and  the  nominating  committee.  It  is 
arranged  that  you  and  Professor  Bullock  should  get  into  a  huddle 
out  on  Boston  Common  to  decide  what  you  want  to  do  about  ofiicers 
for  the  National  Tax  Association.  As  to  the  meeting  of  the  reso- 
lutions committee,  I  just  read  the  whole  list,  and  in  addition  I  am 
going  to  sign  a  little  note  and  put  it  in  the  hotel  box  so  that  every- 
body will  know  that  he  is  appointed.  You  want  them  to  meet,  in 
order  to  get  a  sub-committee,  I  suppose,  as  early  as  possible. 

(188) 
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ZiiNAS  W.  Bi.iss:  Before  the  end  of  the  meeting  I  will  make 
arrangements  for  the  room  and  the  time,  and  will  announce  it  from 
the  platform. 

Chairman  A.  ]■-.  IIoixoml!:  Probably  the  secretary  has  some 
statements  to  make. 

Secretary  W.  G.  Query;  The  Massachusetts  Society  of  Certi- 
fied Public  Accountants  has  extended  an  invitation  to  all  accountants 
attending  the  conference  to  a  complimentary  luncheon  tomorrow  at 
1  :  00  o'clock.  This  announcement  has  been  previously  made,  but  so 
far  only  two  accountants  ha\-e  registered  for  the  luncheon.  The 
local  committee  is  very  anxious  for  all  those  who  wish  to  attend 
this  luncheon  to  leave  their  names  at  the  desk,  or  with  Mr.  E.  li. 
Wakefield  of  the  local  committee. 

I  also  wish  to  call  yoixr  attention  again  to  the  invitation  which 
has  been  extended  to  the  state  delegates  and  their  ladies  to  make  a 
trip  to  Plymouth  on  Friday  morning.  The  local  committee  is  very 
anxious  to  have  those  who  wish  to  make  this  trip  register  at  the 
registration  desk  for  the  trip. 

A  group  meeting  of  the  representatives  from  the  Great  Lakes 
states  will  be  held  at  T  :  45  P.  M.  today  in  Parlor  D.  The  gentle- 
man who  is  sponsoring  this  says  there  are  some  very  important 
matters  that  they  wish  to  take  up  with  the  representatives  from  the 
Great  Lakes  states. 

Chairman  A.  E.  Holcomb:  Now  we  have  the  regular  program 
to  resume.  You  all  know,  of  course,  of  the  report  of  the  Committee 
on  a  Model  System  of  State  and  Local  Taxation,  but  you  don't 
know  how  much  of  a  classic  it  has  become,  how  important  it  has 
gotten  to  be  in  this  country.  So  many  thousands  have  been  dis- 
tributed, it  has  now  become  a  source  of  revenue.  T  continually  get 
requests  for  copies.  We  make  a  nominal  charge  for  the  book. 
Among  the  people  who  have  seemed  to  be  extremely  interested  is 
Professor  Norton.     I  wonder  if  he  is  here. 

(No  response) 

Chairman  A.  E.  Hoixomb  (continuing)  :  Anyway,  I  wrote  Dr. 
Norton  and  said,  "'  You  must  be  interested  in  this  report,  you  are 
paying  out  a  lot  of  money  for  copies  of  it."  He  replied  to  my 
letter  saying  that  he  expected  to  be  here,  and  that  if  he  was,  he 
would  be  glad  to  participate  in  the  discussion.  I  accordingly 
thought  I  would  find  out  if  he  had  reached  here.  He  happens  to 
have  been  a  former  president  of  The  American  Educational  Associa- 
tion. He  is  now  teaching  and  is  Dean  at  Teachers'  College  at 
Columbia  University.  That  is  an  example  of  what  is  going  on  all 
over  this  country  with  this  report.  It  is  being  used  as  a  text-book 
in  the  schools  and  colleges  and  it  is  being  used — or,  as  Professor 
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Bullock  would  say,  misused  —  l)y  legislators  and  committees  that 
select  those  parts  that  are  nice  and  easy  and  discard  those  that  are 
difficuk,  which  leaves  the  output  a  mutilated  mongrel  affair. 

We  finally  prevailed  upon  Professor  Bullock  to  revise  the  report 
and  call  attention  to  the  way  it  was  being  treated  throughout  the 
country,  in  the  fashion  that  I  have  stated.  It  has  now  been  revised 
to  carry  warnings  that  it  must  be  accepted  as  a  whole,  or  else  it  is 
not  our  affair.  It  just  simply  runs  you  into  more  trouble,  to  take 
part  of  it  and  leave  the  rest  of  it,  as  you  please. 

Last  year,  Professor  Bullock  undertook  to  report  on  it,  but  there 
was  not  time,  and  the  committee  on  the  program  thought  that  there 
ought  to  be  a  better  discussion,  so  we  scheduled  it  for  a  complete 
session,  and  I  hope  there  are  enough  here  to  give  us  an  intelligent 
analysis  and  plenty  of  discussion.  I  have  some  questions  myself, 
but  I  don't  know  whether  I  dare  venture  to  ask  them,  or  I  may  be 
up  against  something.  When  you  attempt  to  criticize  a  thing  of 
that  character,  you  are  apt  to  land  in  hot  water,  unless  you  know 
the  underlying,  interlocking  parts  of  the  report.  I  know  that  in 
picking  up  that  report  and  reading  it,  I  run  across  pages  that  I  do 
not  understand.  Perhaps  you  have  the  same  experience.  So,  we 
have  scheduled  this  report  for  discussion,  and  we  should  like  to 
have  you  take  plenty  of  time.  If  anybody  really  has  need  to  refer 
to  the  report,  I  have  a  few  copies  here.  I  have  already  given  out 
a  few.  It  was  not  possible  to  give  them  out  here  unless  we  gave 
everybody  in  the  room  a  copy,  and  we  could  not  do  that,  because 
we  do  not  have  enough  copies ;  but,  there  are  a  few  here  that  could 
be  used  by  some  of  those  who  really  want  to  discuss  things  and 
refer  to  something  to  refresh  memory. 

Dr.  Gerstenberg  is  one  of  the  iron  men  of  the  National  Tax  Asso- 
ciation. There  are  two  or  three  of  those  who  have  been  referred  to 
thus  far.  We  are  going  to  have  another  one  here  later  today,  one 
of  those  whom  I  call  the  iron  men.  They  respond  and  don't  seem 
to  mind  doing  hard  work  for  us  for  nothing,  not  only  that,  but  they 
have  to  pay  their  own  expenses  in  doing  it. 

Dr.  Gerstenberg  has  really  made  more  of  a  study  of  this  report, 
in  its  practical  application,  than  anybody  else.  He  has  tried  to  be 
fair  and  tried  to  get  people  to  pay  attention  to  the  recommendations, 
as  they  should.  I  am  going  to  ask  him  a  little  later  to  take  my  part 
here  and  carry  on  the  discussion.  Of  course  that  cuts  him  out, 
perhaps,  of  talking  for  himself,  but  I  am  sure  that  you  will  pardon 
me  if  I  ask  you  to  permit  him  to  come  into  the  discussion,  even 
though  he  is  your  presiding  officer. 

Dr.  Bullock  will  lead  us  off,  I  think,  and  we  will  then  get  started.. 
Professor  Bullock  doesn't  need  any  introduction. 

Charles  J.  Bullock  (Massachusetts):  Mr.  Chairman  and  Gen- 
tlemen, all  of  you  or  most  of  you  have  seen  the  old  report,  whichi 
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began  its  career  at  Atlanta  in  1917.  The  first  committee's  work  was 
completed  in  1918,  after  which  the  report  could  not  be  presented  to 
this  association  until  the  summer  of  1919  at  Chicago,  because  in 
1918  no  conference  was  held.  During  the  1920's  requests  were 
made  for  the  revision  of  the  report.  I  then  said  of  course  it  ought 
to  be  revised,  but  by  somebody  else.  Twice  I  got  the  thing  referred 
to  somebody  else;  once  to  a  committee,  of  which  Dr.  Gerstenberg 
was  chairman;  that  committee  brought  in  a  very  complimentary 
report,  but  did  not  undertake  a  thorough  revision.  In  1931  the 
subject  came  up  again,  and  I  first  refused  because  the  revision  of 
that  report  was  a  real  job.  But  in  the  winter  of  1931  to  1932  all 
the  tax  people  likely  to  be  interested  were  approached  and  tlie  ques- 
tion was  taken  up  of  whether  the  time  had  come  for  revising, 
whether,  in  the  distressed  state  of  this  country  and  of  the  world,  and 
the  general  unsettlement  of  ideas,  any  committee  could  come  to  any 
agreement  in  making  a  report. 

After  discussion  that  continued  all  day  and  continued  through  the 
luncheon  hour,  it  was  decided  that  we  could  proceed  with  our  re- 
vision provided  we  were  not  expected  to  do  the  impossible.  It  was 
understood  that  we  should  not  attempt  to  bring  in  a  report  on  emer- 
gency finance.  That  was  the  winter  of  1931  and  1932.  It  was  per- 
fectly clear  then  to  all  thoughtful  people  that  the  states  and  the 
federal  government  were  facing  an  emergency  situation.  Whether 
any  committee  could  agree  on  a  report  on  emergency  finance,  I  don't 
know.     I  doubt  it. 

It  was  understood  that  we  should  contemplate  or  consider  and 
base  our  deliberations  upon  such  normal  conditions  as  used  to  exist 
before  the  Great  War,  and  such  conditions  as  we  all  hope  will  some 
day  return.  If  they  do  not,  then  no  report  on  public  finance  will 
avail.  This  report,  therefore,  is  not  a  report  on  emergency  finance. 
It  deals  with  things  that  have  been.  When  we  finally  get  the  World 
War  liquidated — and  I  don't  know  when  that  will  be— and  conditions 
become  such  that  fiscal  affairs  can  be  considered  in  a  normal  way, 
this  kind  of  effort  may  be  expected  to  be  of  greater  value  than  it  is 
today. 

The  report  deals  with  principles  of  taxation  older  than  the  war, 
principles  that  some  day  have  got  to  be  respected,  principles  which 
in  so  far  as  they  have  been  violated  since  1914  are  going  to  wreak 
their  vengeance  upon  us.  It  does  not  pay  to  monkey  with  the 
multiplication  table  or  with  the  Ten  Commandments,  or  with  other 
landmarks  that  have  guided  the  human  race  more  or  less  down  the 
ages.     That  is  the  basic  principle  of  the  report. 

A  committee  was  appointed  in  the  spring  of  1932.  The  chairman 
went  through  the  old  report,  and  got  out  a  lot  of  questionnaires  to 
members  of  this  committee,  calling  their  attention  to  everything  in 
the  old   report   that  had  been  criticized,  as  well  as  to   some   new 
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matters  that  had  not  before  been  lirought  to  them.  During  the 
summer  of  1932  four  or  five  long  (juestionnaires  and  explanations 
were  circulated  among  members  of  the  committee.  The  members 
responded,  and  then  the  agenda  was  prepared  for  the  first  meeting, 
which  was  held  at  Columbus  in  the  fall  of  1932.  We  held  more 
sessions  than  the  tax  conference  did.  No  two  members  of  the  com- 
mittee saw  anything  that  went  on  on  the  floor  of  the  convention. 
We  were  in  session  about  thirty  hours  during  the  three  daj'S.  We 
went  into  the  first  huddle  the  night  before,  and  at  the  end  came  to 
a  general  agreement.  During  the  winter  the  chairman,  as  best  he 
could,  drafted  a  report  based  upon  the  old  report,  and  this  agree- 
ment shaped  up  our  final  conclusions.  Then  the  report  was  re- 
drafted and  we  met  at  Princeton,  New  Jersey  in  June  1933,  and 
went  over  it  page  by  page. 

About  two-thirds  of  the  new  report  is  the  old  report  and  about 
one-third  is  new  matter.  The  general  principles  of  the  old  report 
stand.  It  presumes  we  are  going  to  continue  to  have  a  federal 
system  of  government.  It  undertakes  to  make  reconnnendations 
which  the  states  in  a  federal  system  of  government  ought  to  recog- 
nize and  respect,  in  order  that  there  may  be  equality  without  mul- 
tiple taxation,  that  there  may  be  interstate  commerce,  and,  too,  that 
there  may  be  a  system  which  will  provide  the  states  and  local  gov- 
ernments, in  these  times  at  least,  with  such  revenues  as  they  need 
to  meet  their  requirements,  such  revenue  as  can  be  raised  in  the 
most  certain  and  convenient  and  economical  manner.  You  have  the 
report.  You  have  had  a  year  to  consider  it.  I  am  simply  explain- 
ing how  it  came  to  be  the  document  that  it  is,  and  I  will  not  under- 
take to  elaborate  further.  This  is  to  be  a  discussion.  I  shall  be 
glad  to  answer  any  questions,  and  I  am  sure  that  everyone  present 
will  be  glad  to  listen  to  any  criticism  and  any  suggestions  you  have 
to  make.  It  is  only  by  the  process  of  winnowing  away  that  we  can 
get  the  result  we  want,  namely,  some  community  of  ideas  on  this 
important  subject  of  the  best  methods  of  raising  state  and  local 
revenue. 

Chairman  Charles  W.  Gerstenbkrg  :  You  have  heard  about 
the  report.  May  we  have  our  discussion  in  an  informal  way. 
Please  indicate  that  you  would  like  to  speak  and  I  will  nod  to  you ; 
then  please  call  out  your  name  and  state  of  residence,  that  the 
stenographer  may  get  them  directly  from  you. 

Harley  L.  Lutz  (New  Jersey)  :  I  should  like  to  speak  of  just 
one  point,  which  may  be  covered  by  implication  in  the  text  of  the 
report,  but  is  a  matter  that  in  the  course  of  a  number  of  years  of 
experience  in  urging  the  model  plan  before  special  commissions  in 
various  states,  has  always  presented  difficulty.  I  confess  that  for 
some  years  I  had  difficulty  myself  until  I  was  faced  with  the  prac- 
tical necessity  of  working  out  a  series  of  bills  in  New  Jersey,  in 
which  task  I  found  an  acceptable  solution. 
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You  will  recall  that  the  model  plan  provides  for  a  general  tax  on 
business  done  within  the  state  whether  done  by  corporations  or  by 
sole  proprietors.  When  you  set  up  that  tax  and  also  propose  to  tax 
personal  income  from  whatever  source  derived,  you  obviously  en- 
counter the  objection,  in  the  case  of  the  sole  proprietor — the  grocer 
or  the  hardware  merchant  who  is  operating  a  business  by  himself — 
that  he  must  report  his  entire  income  from  the  business  for  the 
purpose  of  the  business  tax,  and  then  turn  around  and  report  the 
entire  income,  which  he  has  enjoyed  from  that  business,  as  personal 
income.  The  point  is  immediately  raised  that  that  is  double  taxa- 
tion. To  be  sure,  in  the  case  of  corporations  dividends  received  by 
individuals  are  treated  as  personal  income,  very  properly,  and  are 
taxed  under  the  personal  income  tax.  But,  how  are  we  going  to 
resolve  the  case  of  the  corporation  which  does  not  distribute  all  of 
its  net  income  for  a  given  year,  as  dividends  to  its  stockholders, 
but  sets  aside  a  part  of  that  for  surplus  or  for  reinvestment  or  re- 
serves of  various  kinds?  In  the  case  of  the  sole  proprietor,  the 
suggestion  that  we  worked  out  in  the  case  of  the  bills  drafted  in 
New  Jersey  was  this:  We  sought  to  put  the  sole  proprietor  as 
nearly  as  possible  on  the  same  basis  as  the  plan  does  to  the  cor- 
poration and  its  stockholders — the  entire  net  income  from  the  busi- 
ness, as  such,  would  be  subject  to  taxation  under  the  business  tax; 
and  we  so  provided  in  the  draft  of  the  business  tax  bill,  which  was 
to  be  applicable  to  all  business  done  within  the  state.  Then  we 
provided  that  in  the  case  of  the  unincorporated  concern,  all  of  the 
income  actually  drawn  out  of  that  business  by  the  individual  as 
personal  income,  whether  as  wages  or  as  distribution  of  profits  at 
the  end  of  the  year,  should  be  reported  along  with  his  other  personal 
income  for  taxation  under  the  income  tax.  But,  we  provided  that 
in  so  far  as  his  books  of  record  would  clearly  show,  any  part  of  the 
business  income  which  he  had  reinvested  in  the  business,  or  which 
he  had  set  aside  for  any  kind  of  reserve  or  surplus  purposes,  and 
which  he  had  obligated  himself  to  treat  as  such  by  the  proper 
records  and  entries,  would  not  be  reported  by  him  as  personal  in- 
come. In  other  words,  his  personal  income  then  stands  on  a  par 
exactly  with  the  dividends  which  the  shareholder  will  receive  from 
a  corporation.  Of  course,  if  the  entries  are  falsified,  and  if  at  any 
later  time  the  proprietor  attempts  to  withdraw  that  surplus  he  has 
put  aside,  obviously  any  careful  examination  of  the  records  would 
reveal  that  fact,  and  the  amounts  withdrawn  would  be  treated  as 
personal  income. 

I  suggest  that  the  language  of  the  report  on  this  point  might  have 
been  a  little  more  definite,  and  that  here  is  a  point  which  always 
presents  a  practical  difficulty,  and  I  suggest  to  Professor  Bullock 
that  this  method  of  treating  it,  whereby  the  sole  proprietor  or  the 
unincorporated  concern  is  put  exactly  on  the  same  basis  as  the 
13 
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corporation  and  its  stockholders,  is  a  suitable  way  of  meeting  that 
practical  difficulty.  I  think  so  far  as  drafting  the  law  or  so  far  as 
the  administration  of  such  a  provision  is  concerned,  no  serious  ob- 
jection or  difficulty  will  be  encountered. 

Chairman  Charles  W.  Gerstexeerg  :  I  might  say  I  read  this 
report  when  it  was  first  published  in  the  proceedings,  and  as  I 
came  to  Boston  from  New  York  I  read  it  again,  or  tried  to  read 
as  much  of  it  as  I  could.  It  contains  about  three  thousand  words. 
One  ought  to  be  able  to  read  that  number  of  words  in  about  three- 
quarters  of  an  hour. 

If  any  of  you  feel  that  you  have  had  a  little  shortage  of  training 
in  tax  principles  and  tax  economics,  and  would  like  to  get  a  little 
text  book  of  about  three  thousand  words,  I  recommend  to  you  the 
reading  of  this  report.  Don't  read  it,  please,  without  a  pencil  in 
your  hand.  ]\Iake  marginal  notes.  Go  over  it  and  over  it  again. 
When  you  get  through  I  am  sure  you  will  come  to  the  next  meet- 
ing of  this  tax  association  feeling  that  you  can  take  part  in  every 
discussion  that  we  have.  As  I  read  the  report  I  made  notes  on 
the  back  of  an  envelope  and  at  points  said,  "  Here  is  where  I  have 
got  Professor  Bullock."  Then  as  I  went  on  reading  I  had  to  pull 
out  my  envelope  and  cross  my  notes  off,  because  Professor  Bullock 
had  discussed  the  question  that  I  thought  ought  to  be  discussed,  but 
at  another  place.     The  report  is  very  complete. 

I  might  say  in  connection  with  what  Professor  Lutz  has  said, 
that  my  recollection  is  that  in  connection  with  the  old  report  an- 
other committee  drafted  a  set  of  statutes  that  was  supposed  to  in- 
corporate the  principles  of  the  report.  Unfortunately,  those  statutes 
did  not  appear  in  the  proceedings.  They  were  reprinted,  however, 
in  a  report  of  the  committee  of  which  I  was  chairman,  as  a  part 
of  the  proceedings  of  the  1928  conference.  That  same  report  of 
my  committee  summarized  all  of  the  discussion  that  had  taken  place 
before  the  conference  on  the  first  report.  Let  us  review  the  titles 
of  the  report.  There  may  be  points  on  which  you  may  wish  to  ask 
questions.  The  introductory  statement  to  the  report  shows  how  the 
committee  came  into  existence.  Professor  Bullock  has  repeated 
some  of  that  this  morning.  The  next  title,  "  The  Relation  of 
Taxation  to  Public  Expenditure,"  contains  a  very  crisp  statistical 
statement.  Then,  in  number  three,  we  arrive  at  the  principles  upon 
which  a  model  system  of  state  and  local  taxation  should  be  based. 
I  may  say  that  we  do  not  have  to  go  back  to  1776  to  understand 
that.  Most  statements  of  general  principles  start  with  1776  when 
Adam  Smith  published  his  "  Wealth  of  Nations."  But,  this  report 
starts  fresh  and  gives  very  definite  principles  on  which  any  system 
of  local  taxation  should  be  based.  Then  there  is  the  proposed  per- 
sonal income  tax,  based  on  the  theory  of  the  ability  to  pay.  You 
will  be  surprised,  in  reading  it,  to  learn  of  the  number  of  questions 
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that  will  come  to  your  mind  about  which  your  notions  have  been 
hazy.  You  will  note  how  crisply  they  are  brought  forward  and 
worked  out.  I  am  sure  the  elucidation  of  the  personal  income  tax 
will  be  helpful  to  anybody  who  has  never  studied  through  the  theory 
of  the  personal  income  tax.  Then,  we  have  the  proposed  tax  on 
tangible  property.  What  should  be  the  system  of  taxing  tangible 
property  ?  Then  there  is  the  proposed  business  tax.  I  am  sure  that 
everybody  in  this  room  will  need  to  study  that,  and  study  it  very 
carefully.  Then  we  have  the  general  summary  of  the  three  kinds 
of  taxes — the  personal  income  tax,  the  property  tax  and  the  busi- 
ness tax.  The  administration  of  the  tax  is  then  discussed,  including 
the  very  questions  that  were  discussed  last  night.  Finally  there  are 
such  questions  as  the  inheritance  tax,  the  separation  of  the  sources 
of  state  and  local  revenues,  taxes  upon  consumption,  the  relation  of 
federal  to  state  and  local  taxation,  and  the  question  of  whether  state 
constitutions  will  have  to  be  amended. 

Now,  let  us  have  some  discussion  on  any  of  these  topics. 

Charles  J.  Tobin  (New  York)  :  We  in  New  York  have  tried 
to  apply  the  model  plan  to  an  actual  bill  and  I  would  like  to  call 
the  attention  of  the  conference  to  a  bill  introduced  in  both  houses 
of  the  New  York  legislature  at  its  last  regular  session.  I  have  a 
few  copies  which  I  left  at  the  desk  outside.  The  Senate  Bill  is 
known  as  698.  Those  who  have  been  interested  in  the  model  plan 
in  New  York  have  tried  to  incorporate  it  into  this  bill.  We  would 
like  to  direct  the  attention  of  everybody  present  to  this  particular 
piece  of  legislation  in  order  that  we  may  know  if  the  model  plan 
has  been  carried  out. 

Prior  to  the  introduction  of  the  bill,  I  caused  to  be  sent  to  the 
Governor  of  the  state  and  to  the  legislative  leaders,  that  is,  the 
Speaker  of  the  House  and  the  leaders  both  in  the  Senate  and  the 
Assembly,  and  to  all  the  members  of  the  tax  committee  in  each 
house,  copies  of  the  model  plan  report  which  I  had  obtained  through 
Mr.  Holcomb's  office.  The  bill,  as  I  say,  was  introduced  at  the 
regular  session,  but  like  other  big  projects,  did  not  receive  much 
attention  because  the  legislature  was  preoccupied  with  emergency 
legislation.  In  the  meantime,  I  have  caused  to  be  prepared  a  first 
draft  memorandum  which  supports  this  particular  piece  of  legisla- 
tion. I  didn't  want  to  complete  the  memorandum  until  I  heard  the 
discussion  of  today.  I  would  be  very  happy  to  see  that  members 
of  the  conference  and  members  of  the  association  receive  a  copy  of 
that  memorandum,  so  that  they  may  see  what  we  in  New  York  are 
trying  to  do  to  support  this  very  excellent  program  of  the  National 
Tax  Association. 

I  am  not  going  to  attempt  to  expound  the  details  of  the  bill. 
We  have  followed  almost  precisely  the  model  plan  as  contained  in 
the  Bullock  report.  We  have  made  every  effort  to  make  certain 
that  every  part  of  the  report  was  carried  out  as  it  could  be  carried 
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out  in  New  York  State.  In  following  the  principles  set  forth  in 
the  report,  we  have  attempted  to  revise  the  entire  tax  law  of  New 
York  State,  that  is,  we  have  attempted  to  rewrite  the  entire  tax 
and  revenue  laws  of  New  York;  we  have  not  only  embodied  the 
principles  enunciated  in  the  report  of  the  committee,  but  have  also 
set  up  the  machinery  necessary  to  administer  them.  In  the  first 
title  we  set  up  the  state  tax  commission  and  prescribed  its  powers 
and  duties.  We  found  when  we  finished  that  we  had  a  bill  that 
contained  one  hundred  sections  less  than  the  present  tax  law  of  New 
York.  At  some  future  time  when  you  have  had  an  opportunity  to 
examine  this  legislation,  and  our  memorandum,  I  shall  be  very  glad 
to  correspond  with  you  upon  any  points  that  may  seem  controversial. 

Chairman  Charles  W.  Gerstenberg:  Mr.  Tobin  anticipated 
some  of  the  questions  I  was  going  to  ask,  as  he  went  along.  The 
first  one  was:  Are  there  any  very  striking  points  of  difference 
between  the  model  plan  and  this  New  York  plan,  and,  second,  did 
he  prepare  a  schedule  of  repeals  of  old  laws?  He  has  told  us  that 
the  bill  is  going  to  embody  faithfully  the  model  plan,  and  that  his 
schedule  of  repeals  includes  100%  of  the  old  law. 

John  E.  Brindley  (Iowa)  :  Members  of  the  conference,  I  think 
our  experience  in  Iowa  may  be  of  interest  to  you  in  the  discussion 
of  the  model  tax  report.  About  a  year  ago  I  was  employed  by  the 
Interim  Committee  and  two  tax  revision  committees  of  our  Gen- 
eral Assembly,  to  give  advice  regarding  a  new  plan  of  taxation. 
This  report  was  then  not  out,  but  after  advising  these  committees 
in  favor  of  a  retail  sales  tax,  a  personal  income  tax  and  a  business 
income  tax,  I  received  from  Mr.  Holcomb  a  copy  of  this  report; 
and  I  wish  to  assure  you  how  much  help  it  was  -in  getting  these 
committees  together  on  the  tax  problem. 

We  had  at  that  time  almost  every  conceivable  notion.  There 
were  gross  income  tax  men,  there  were  classified  transactions  tax 
men  on  the  committee,  and  various  others,  but  the  entire  committee 
finally  agreed  just  about  a  year  ago  on  a  bill,  that  was  finally  passed 
by  the  General  Assembly  late  in  February.  There  was  only  one 
amendment  to  the  bill  of  a  substantive  character,  which  related  to 
a  2%  impost  on  certain  utilities.  After  eleven  weeks  of  strenuous 
battle  the  report  was  finally  adopted,  as  I  have  just  suggested,  for 
a  personal  income  tax,  a  business  income  tax  and  a  retail  sales  tax. 

I  was  very,  very  happy  indeed  to  get  this  report  of  this  com- 
mittee on  the  retail  sales  tax,  because  our  experience  in  Iowa  proves, 
I  think,  rather  conclusively,  that  if  a  state  is  to  adopt  a  sales  tax 
it  should  be  a  retail  sales  tax. 

Chairman  Charles  W.  Gerstenberg:  I  should  like  to  hear 
from  some  of  the  business  men.  Let  me  start  your  thoughts  going 
on  this  subject.    Let  us  think  of  an  income  statement  in  its  simplest 
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form,  showing  gross  receipts  from  which  you  have  subtracted  oper- 
ating expenses,  leaving  net  income.  We  are  told  in  this  report  that 
there  is  to  be  a  tax  on  ability  to  pay,  and  a  tax  on  benefits  received. 
Ability  to  pay  is  to  be  reached  through  the  personal  income  tax; 
the  benefits  received  are  to  be  taxed  by  the  business  tax,  which  is 
also  to  be  an  income  tax,  with  certain  alternatives  in  certain  con- 
tingencies. Now,  let  me  ask  j'ou  business  men :  where  do  you 
measure  the  benefits  that  you  receive  from  the  state  ?  Do  you 
measure  them  at  the  top  of  the  income  statement,  in  your  gross 
receipts  ?  Do  you  measure  them  in  your  operating  expenses,  or  do 
you  measure  them  in  the  net  income  below?  To  my  mind,  the 
difference  between  a  sales  tax  and  an  income  tax  can  be  expressed 
right  in  your  income  statement.  The  sales  tax  is  a  slice  taken  by 
the  government  from  the  top  of  your  income  statement  and  a  net 
income  tax  is  a  slice  taken  by  the  government  from  the  bottom. 

Is  it  true  that  we  are  taxing  the  benefits  received  when  we  tax 
the  net  income  ? 

I  have  in  my  hand  a  lecture  delivered  to  one  of  the  chapters  of 
the  Association  of  Chartered  Accountants  in  England,  by  an  Eng- 
lishman. Here  is  what  he  says  of  the  benefits  that  the  state  gives 
to  business :  "  The  basis  of  all  industrial  activity,  order  and  justice 
are  products  of  the  state;  the  right  to  appropriate  the  land  upon 
which  the  productive  act  takes  place  is  granted  by  the  state.  That 
means  that  the  state  ultimately  owns  all  the  land,  and  we  each,  in 
our  lives,  are  trustees  of  the  land,  so  we  are  holding  it  by  sufferance 
of  the  state.  We  are  not  absolute  owners;  the  state  has  the  right 
to  assert  its  control  at  any  moment ;  the  security  of  capital  involved 
can  only  be  granted  by  the  state;  the  availability  and  quality  of 
labor,  including  sanitary  services  which  contribute  to  its  health  and 
educational  facilities,  depend  likewise  upon  the  existence  and  activity 
of  the  state.  Further,  the  modern  state" — [not  the  state  that  you 
and  I  discussed  some  eight,  nine,  ten  years  ago  down  in  New  Or- 
leans, but  the  state  of  today] — "  the  modern  state  accepts  respon- 
sibility for  the  insurance  of  its  citizens  against  the  ultimate  casual- 
ties of  industry,  the  contingencies  of  old  age  unemployment  and 
continued  sickness,  and  the  like."  Recent  events  have  reminded  all 
the  world  too  of  the  importance  of  the  responsibility  necessarily 
resting  upon  the  state  for  the  provision  of  currency  as  a  measure 
or  standard  of  value  by  which  debts  can  be  measured  and  in  which 
values  can  be  stored.  These  are  contributions  of  the  state  the  im- 
portance of  which  it  would  be  difficult  to  overestimate.  The  claim 
of  the  state  is,  therefore,  that  as  a  partner  it  is  entitled  to  partici- 
pate in  the  proceeds  of  business  precisely  as  labor,  land  and  capital 
participate.  Not  only  is  the  state  a  factor  in  production,  but  as 
civilization  advances  its  contribution  necessarily  increases.  Its  posi- 
tion is  differentiated  from  other  factors  in  production  only  by  the 
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generality  of  the  services  rendered,  which  makes  the  calculation  of 
their  cost  to  a  producing  unit  or  individual  citizen  impossible. 

There  is  a  statement  of  the  benefits  of  the  state. 

Does  anybody  have  any  idea  on  this  subject  of  how  business  can 
properly  be  taxed  to  pay  for  the  benefits  received?  Any  further 
discussion  ? 

Harley  L.  Lutz  (New  Jersey)  :  Pardon  me  for  speaking  again. 
Not  being  a  business  man,  either,  I  will  feel  free  to  answer  the 
question  for  business  men.  I  would  like  to  point  out,  in  the  first 
place,  you  have  not  been  told  the  whole  story  of  what  the  model 
plan  proposed  to  do  with  respect  to  the  taxation  of  business  from 
the  standpoint  of  benefits,  because,  in  the  first  place,  the  model  plan 
proposes  a  tax  on  tangible  property,  and,  as  we  are  all  aware,  the 
great  bulk  of  taxes  imposed  upon  tangible  property  are  local  in 
character.  Occasionally  a  state  collects  a  millage  tax  for  state  pur- 
poses, but  ordinarily  that  is  a  very  small  fraction  of  the  total  millage 
rate  imposed  upon  property.  So,  in  addition  to  the  tax  to  which 
you  have  referred,  namely  the  proposed  business  tax,  business  is 
obliged  to  pay  very  substantial  taxes  upon  its  tangible  property 
because  of  all  of  the  services  of  government,  which  are  rendered 
largely  to  the  local  units  of  government — police  and  fire  protection, 
health  and  sanitary  services,  education,  the  courts  and  the  like.  In 
order  to  get  the  entire  picture  before  this  group  of  business  men, 
who  have  been  invited  to  discuss  the  business  tax,  I  think  the  tan- 
gible property  tax,  which  is  an  important  link  in  the  tripos  should 
be  brought  into  the  picture. 

The  business  tax,  as  you  recall,  and  as  explained  by  the  text  of 
the  report  itself,  is  a  suggestion  for  consolidating,  coordinating  and 
simplifying  the  great  variety  of  forms  of  business  taxation  that  have 
developed  in  this  country,  originating  from  the  general  feeling  that 
there  should  be  some  method  of  taxation  imposed  upon  the  conduct 
of  business  as  such.  Therefore,  I  suggest  that  your  complete  pic- 
ture must  include  the  property  tax  in  so  far  as  it  is  paid  by  busi- 
ness on  the  property  owned  and  used  in  business,  as  well  as  the 
tax  based  upon  net  income,  which  is  viewed  rather  as  a  privilege 
tax  for  the  privilege  of  using  that  property  for  profit-making  pur- 
poses within  any  particular  state. 

Chairman  Charles  W.  Gerstenberg:  While  you  are  on  your 
feet.  Professor  Lutz,  I  am  sure  Dr.  Bullock  won't  mind  my  asking 
you  a  question :  What  kind  of  personal  property  is  taxed  under  the 
property  section  of  this  law? 

Harlev  L.  Lutz  :  The  report  suggests,  of  course,  the  taxation 
of  all  real  property  at  whatever  rates  may  be  imposed  in  the  par- 
ticular taxing  jurisdiction  in  which  the  property  is  located.  As  I 
recall,  the  text  of  the  report  refers  to  a  certain  difference  of  opinion 
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in  the  committee  itself  with  respect  to  the  treatment  of  tangible 
personal  property.  As  I  recall  further,  both  viewpoints  were  finally 
set  forth.  Professor  Bullock  will  correct  me  if  I  am  in  error  there. 
The  committee  arrived  at  no  definite  conclusion  with  respect  to  the 
question  of  whether  tangible  personal  property — not  only  that  used 
in  business  but  all  other  tangible  personal  property — should  be  taxed 
in  any  district  at  the  same  rate  as  that  imposed  upon  real  property, 
or  whether  some  distinction  should  be  made.  The  thought  repre- 
sented there  was  that  tangible  personal  property  used  in  business — 
merchandise,  manufacturers'  stocks,  and  so  on — probably  would  not 
bear  safely  as  heavy  a  rate  as  is  frequently  imposed  upon  real  prop- 
erty ;  and  therefore  the  old  report,  and  I  tliink  the  revised  report, 
follows  that  idea,  that  the  state  might  possibly  play  a  smarter  game 
in  the  long  run,  so  far  as  the  taxation  of  personal  property  is  con- 
cerned, if  it  classified  it  and  imposed  a  separate  limited  rate  upon 
tangible  personal  property. 

In  respect  to  intangible  property,  again  there  was  a  certain  dif- 
ference of  viewpoint  in  the  committee  itself,  and,  as  I  recall,  both 
viewpoints  are  set  forth.  One  view  is  that  intangible  personal 
property  is  adequately  taxed  when  the  income  therefrom  is  taxed 
under  the  personal  income  tax.  The  other  view  was  that  intan- 
gible property,  notwithstanding  its  representative  character,  in  large 
part  nevertheless  constituted  a  valuable  species  of  property,  the 
ownership  of  which  conferred  certain  economic  power  or  freedom 
upon  the  owner,  and  that  some  degree  of  taxation  of  intangible 
property  as  property  might  well  be  recognized  in  addition  to  what- 
ever may  be  done  to  interest  and  dividends  under  the  personal  in- 
come tax;  and,  a  suggestion  is  made  in  this  revision  that  the  states 
which  care  to  embark  upon  such  policy — one  or  two  instances  are 
cited — might  recognize  that  principle  by  including  a  separate  mod- 
erate additional  rate  of  income  tax  upon  interest  and  dividend  in- 
come, in  addition  to  the  inclusion  of  interest  and  dividend  income 
with  all  other  income  for  taxation  at  graduated  rates  as  a  part  of 
the  individual's  total  income.  Have  I  stated  the  matter  with  reason- 
able correctness.  Dr.  Bullock  ? 

Charles  J.  Bullock  :  Yes,  entirely  correctly. 

J.  W.  Oliver  (New  York)  :  I  feel  a  little  timid  in  getting  up 
here,  but  I  am  glad  to  find  that  there  is  the  spirit  here  that  the 
business  man  has  something  to  do  with  this  problem.  I  believe  we 
make  a  serious  mistake  if  we  regard  the  question  of  administration 
as  only  the  difficulty  that  the  tax-gatherer  has  in  administering  the 
law.  I  think  that  "  administration  "  must  be  taken  over  as  part  of 
the  taxpayer's  overhead  and  be  considered  there  also;  and  it  seems 
to  me  that  the  representatives  of  large  corporations  doing  business 
in  various  states  in  the  Union  could  very  well  act  with  the  tax 
administrators  in  determining  some  of  these  features,  because  they 
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can  see  from  their  own  point  of  view  the  difficulty  that  arises  when 
they  go  to  follow  a  so-called  model  tax  or  theoretical  plan. 

I  have  studied  the  tax  laws  of  Massachusetts  and  I  believe  that 
they  provide  the  most  nearly  perfect  tax  in  the  country.  Yet,  I 
have  been  confronted  with  the  common  statement  by  the  average 
business  man  that  the  tax  situation  in  Massachusetts  is  more  diffi- 
cult than  in  any  other  state  in  the  Union.  Business  men  fail  to  see 
some  features  of  the  law  intended  to  bring  about  impartiality  and 
to  avoid  double  taxation.  All  they  see  is  their  overhead  cost  of 
complying  with  technicalities,  which,  many  times  exceeds  the  entire 
tax  liability  to  the  state.  I  will  say  on  behalf  of  business  men  that 
if  they  were  invited  to  sit  around  the  table  with  the  people  pro- 
posing model  tax  laws,  they  might  give  you  some  points  they  have 
to  encounter  that  are  not  clear  to  the  man  on  the  other  side  of 
the  fence. 

Chairman  Charles  W.  Gerstexeerg  :  While  we  are  not  around 
a  table,  this  is  a  committee  of  the  whole.  Where  is  another  busi- 
ness man?  I  must  confess  that  I  was  at  a  meeting,  Mr.  Oliver, 
when  a  husky-voiced  fellow  in  the  middle  of  the  room  got  up,  after 
I  made  a  statement  that  all  of  the  difficulties  of  the  allocation  frac- 
tion had  been  settled,  because  a  committee  of  the  National  Tax 
Association  had  adopted  the  Massachusetts  fraction,  and  in  a  sten- 
torian voice  said,  "  if  it  comes  from  Massachusetts  it  must  be  all 
wrong."  I  am  sorry  Commissioner  Long  ran  out.  Now,  let  us 
hear  from  the  business  man.  The  tax  collectors  and  the  professors 
have  their  opportunities  of  getting  together.  Where  are  the  busi- 
ness men  ?  \\'here  is  that  man  from  the  Johns-^Manville  Company  ? 
Is  he  here  ? 

C.  W.  Bogert  (New  York)  :  The  burden  of  keeping  up  the 
locality  necessarily  falls  upon  the  home  owner  and  the  business 
man.  In  bringing  about  all  these  reforms  and  changes,  I  think 
business  should  be  given  some  consideration.  All  of  this  talk  seems 
to  be  dwelling  upon  the  imposing  of  new  taxes  for  helping  out  the 
home  owner.  Why  not  give  the  business  man  a  little  help?  After 
all  he  has  to  bear  the  greater  burden  of  the  tax,  and  sometimes  the 
expenditure  in  getting  out  reports,  as  IMr.  Oliver  said,  is  five  times 
greater  than  the  tax  yield. 

Chairman  Charles  W.  Gerstenberg:  While  3'ou  are  thinking 
of  some  questions,  let  me  pose  a  question.  On  page  three  hundred 
and  ninety-eight  of  the  Proceedings,  there  is  a  conclusion  as  to 
what  should  happen  if  a  business  has  no  net  income.  As  Professor 
Lutz  has  pointed  out,  the  business  at  least  would  pay  property  taxes, 
but  it  has  no  net  income,  therefore  it  pays  no  net  income  tax.  It 
has  struck  me,  as  I  read  this  report,  that  we  ought  to  compare  the 
same  company  over  a  period  of  years,  and  a  number  of  companies 
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in  the  same  year.  Despite  the  fact  that  two  corporations  may  have 
the  same  amount  of  property,  and  will  pay  the  same  amount  of 
property  tax,  one  that  has  no  income  in  a  certain  year  may  be 
getting  exactly  the  same  benefits  as  another  company  that  is  well 
managed  and  is  earning  a  large  net  income,  and  probably  is  render- 
ing a  good  social  service.  It  pays  a  higher  tax  than  the  one  that 
is  poorly  managed.  Why  should  a  company  pay  more  for  the 
benefits  received  in  one  year  than  in  another?  In  1932,  about  58% 
of  the  companies  whose  stock  was  listed  on  the  New  York  Stock 
Exchange,  showed  no  net  income  at  all.  If  all  of  the  benefits  re- 
ceived from  the  state  were  taxed  by  the  net  income  tax  rather  than 
through  a  combination  of  income  and  property  taxes,  as  Professor 
Lutz  has  pointed  out,  58%  of  all  these  large  corporations  would 
have  paid  nothing  for  their  benefits.  Now,  the  report  suggests  that 
in  those  years  a  minimum  sales  tax  might  be  imposed. 

Charles  J.  Bullock  (Massachusetts)  :  Did  you  say  at  page 
fortj'-six,  Mr.  Chairman? 

Chairman  Ch.vrles  W.  Gerstenberg:  Page  forty-six  of  the 
pamphlet.  I  call  attention  to  the  paragraph  which  begins  with  the 
sentence  "  We  believe  that  the  situation  can  be  met  by  providing 
that  a  certain  minimum  tax  be  paid  in  any  such  year."  It  has 
occurred  to  me  that  possibly  the  suggestion  should  be  made  that 
companies  should  pay  the  gross  receipts  tax  not  only  in  the  year 
in  which  they  have  no  net  whatever,  but  that  in  any  year  a  per- 
centage of  the  gross  should  be  the  minimum.  You  see,  a  company 
might  just  get  under  the  line  with  a  few  dollars  of  net,  and  they 
pay  an  income  tax  of  4%  on  that,  a  very  small  amount,  whereas,  if 
by  some  accounting  device,  such  for  example  as  increasing  reserves, 
they  wiped  out  their  net  income,  which  might  be  a  very  wise  thing 
to  do  in  carrying  out  a  conservative  policy  in  respect  to  reserves, 
they  would  have  to  pay  the  minimum  sales  tax,  say  one-tenth  of  one 
percent  on  a  very  large  gross.  It  occurred  to  me  that  possibly  the 
option  in  the  law  should  be  that  if  there  is  no  net,  pay  one-tenth 
of  one  percent  on  the  gross;  if  4%,  or  whatever  the  rate  is,  on  the 
net,  yields  less  than  one-tenth  of  one  percent  on  the  gross,  then  the 
larger  sum  should  be  paid. 

Ch.\rles  J.  Bullock  :  Mr.  Chairman,  I  think  your  suggestion  is 
an  excellent  one.  The  language  of  the  report  in  the  first  sentence 
of  the  last  paragraph  on  page  forty-six  is  bad.  I  don't  think  any 
member  of  the  committee  would  have  put  into  a  law,  if  we  were 
drafting  it,  such  language.  It  says,  "  We  believe  the  situation  can 
be  met  by  providing  that  a  certain  minimum  tax  be  paid  in  any 
such  year."  Now,  that  word  '"  such  "  is  bad ;  it  ought  not  to  be 
there.     I  don't  think  any  of  us  would  have  put  that  into  a  law. 
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Chairman  Charles  W.  Gerstenberg  :  I  marked  a  circle  around 
that  very  word  and  was  going  to  suggest  that  we  cut  it  out,  and 
while  I  am  glad  that  my  idea  was  correct  I  hesitated  to  make  the 
suggestion  because  I  have  great  deference  for  any  suggestion  that 
Professor  Bullock  may  have  made.  Has  anybody  anything  to  say 
as  to  the  report  as  a  whole? 

Charles  J.  Bullock  :  I  want  to  say,  gentlemen,that  I  don't  want 
any  of  you  to  think  I  study  about  taxation  or  read  about  taxation 
or  try  to  advise  about  framing  tax  laws  for  the  fun  of  it.  I  hate  the 
thing.  I  got  into  it  forty  years  ago,  when  I  began  teaching,  and 
then  I  had  job  after  job  wished  upon  me,  such  as  the  writing  of 
this  report.  There  is  nobody  here  that  hates  taxes  worse  than  I 
do.  I  like  to  travel  around  a  good  deal,  I  like  to  drop  into  capitols 
and  watch  the  tax  administrators  perspire  in  a  super  hot  summer, 
and  I  like  to  stop  into  the  court  houses  and  city  halls  and  see  the 
tax  men  perspire;  that  is  good  fun;  but  devising  a  tax  law  isn't; 
or  arguing  for  any  tax  law  isn't;  or  writing  a  report  like  this  really 
isn't  any  fun,  because  after  all,  it  is  true,  from  one  point  of  view, 
that  taxes  are  unnecessary,  and  an  invention  of  the  devil.  There 
is  no  such  thing  as  a  good  tax,  in  the  sense  that  it  is  perfectly 
good.  The  best  you  can  say  of  any  tax  is  that  it  is  less  bad  than 
anything  else  that  can  be  suggested.  Every  tax  in  the  world  has 
its  weak  points,  its  rough  edges,  as  you  gentlemen  who  administer 
taxes,  and  you  who  are  about  to  make  cut  tax  returns  and  advise 
your  clients  about  them,  full  well  know.  There  is  no  simple 
knock-down  argument  for  any  tax  ever  invented  that  has  not  been 
made  a  long  while  ago.  I  could  safely  offer  a  million  dollars  to 
anybody  who  would  bring  me  a  new  argument  against  an  income 
tax,  or  a  property  tax,  or  a  sales  tax;  I  could  show  him  that  the 
arguments  virtually  in  all  cases  are  hundreds  of  years  old. 
•  The  property  tax  is  a  damnable  thing.  Why?  It  lets  the  spend- 
thrift off,  taxes  the  fellow  who  saves,  and  does  not  tax  the  loafer 
at  all.  The  income  tax  is  a  damnable  tax.  Why?  Because  it 
takes  the  coupon  clipper,  who  does  nothing  but  use  a  pair  of 
scissors,  and  lets  him  off  with  a  tax  on  $40  a  year,  the  income  from 
this  $1,000  bond;  and  it  takes  the  merchant  who  works  in  his 
business,  and  works  hard,  and  makes  an  ordinary  trade  profit  of 
10%,  and  taxes  him  on  the  $100  return  from  his  business,  whereas 
the  coupon  clipper  is  taxed  on  $40,  which  is  a  damnable  thing.  By 
the  time  you  get  tax  laws  enacted,  you  have  something  that  is 
worse  than  the  bad  principle  upon  which  the  thing  is  based.  Our 
tax  laws  have  to  take  their  chances  in  legislative  bodies.  Somebody 
has  referred  to  the  Massachusetts  corporation  tax;  in  its  present 
form  I  think  it  is  pretty  frightful.  But  why  is  it  in  its  present 
form  ?  We  had  a  much  better  law  when  it  passed  through  the  final 
stages  in  the  House  of  Representatives,  but  in  going  through  tlie 
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Senate  after  it  had  reached  its  third  reading-,  and  was  at  the 
engrossing  stage,  it  got  tangled  up  in  a  controversy  that  defeated 
all  legislation  that  year ;  and  then  two  certain  senators  were  on 
record  so  they  could  not  change  their  position  the  next  year,  and 
we  had  to  compromise  so  as  to  get  a  law  that  would  pass.  That 
proposed  law  was  better  than  our  old  law.  Now,  why  did  it  get 
tangled  up  ?  Because  certain  business  men's  legal  representatives 
got  hold  of  a  couple  of  senators  and  faced  them  around  the  wrong 
way.  That  is  just  what  happened  at  the  engrossment  stage.  There 
was  nothing  wrong  about  it;  there  were  plenty  of  objections;  there 
were  arguments  that  could  be  made  for  a  change,  which  anyone 
could  understand.  Those  should  not  have  been  the  controlling 
arguments,  however.  Two  senators  were  misadvised.  They  took 
the  position  at  the  engrossing  stage  that  the  thing  was  lacking  and 
then  there  was  a  compromise. 

I  am  glad  that  we  have  had  this  discussion.  Professor  Lutz,  I 
think,  has  made  a  real  contribution  on  the  question  of  the  individual 
taxpayer  or  firm  being  permitted  an  allowance  for  capital 
permanently  reinvested  in  the  business  out  of  business  profits.  That 
came  before  our  committee.  We  had  many  discussions,  so  many 
discussions  of  so  many  subjects  that  I  don't  clearly  remember.  I 
think  we  found  a  division  of  opinion  about  the  practicability  of 
allowing  that  so  that  we  could  not  come  to  an  agreement. 

Harley  L.  Lutz  :     I  am  sorry  I  cannot  now  recollect. 

Charles  J.  Bullock  :  I  think  you  brought  it  up ;  I  think  one 
of  the  members  favored  it ;  I  think  perhaps  a  couple  of  the  members 
objected  very  strongly  that  that  would  throw  upon  the  tax  adminis- 
tration departments  a  difficult  job,  and  the  thing  would  be  abused. 

Philip  Zoercher  (Indiana)  :  Dr.  Bullock,  have  you  read  this 
New  York  law? 

Charles  J.  Bullock  :  Unfortunately  I  have  not.  Charley  Tobin 
gave  me  a  copy  yesterday,  and  I  have  not  been  able  to  read  it. 

I  will  say  this,  that  I  have  long  thought  that  in  the  state  of 
New  York  the  setup  under  their  present  tax  law  was  such  that  that 
state  could  adopt  the  model  report  with  less  trouble  and  less  dis- 
turbance than  about  any  other  state  in  the  Union.  There  are 
various  things  in  their  setup  that  would  make  it  possible  for  them 
to  do  this  thing,  just  as  Mr.  Tobin  has  described  it,  rather  more 
easily  than  any  other  state. 

Now,  continuing  on  that  line,  as  I  see  it  today,  the  states  that 
would  be  in  the  best  position  after  New  York  to  adopt  this  report 
are  the  states  that  now  have  gross  receipts  taxes,  and  under  that 
head  of  gross  receipts  taxes  I  include  the  so-called  gross  income 
tax.  I  am  inclined  to  think  that  "West  Virginia  gross  receipts 
tax,"  for  instance,   is  a  better  term   than   "West   Virginia   income 
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tax,"  because  when  you  use  the  term  "income"  you  have  to  argue 
with  so  many  people  about  income.  '"Gross  receipts"  I  believe  in. 
It  saves  a  whole  lot  of  arguing  and  explaining. 

I  studied  gross  receipts  taxes  with  great  interest.  I  think  I  went 
into  every  state  that  levied  a  gross  receipts  tax,  and  studied  these 
taxes  with  great  interest.  In  West  Virginia  and  Mississippi, 
where  they  have  a  general  sales  tax,  I  was  very  much  interested. 

There  are  some  features  of  these  laws  that  I  do  not  like,  but 
such  a  gross  receipts  tax  as  these  states  now  collect  from  all 
industry,  could,  when  conditions  become  more  normal  and  we  can 
get  a  better  view  of  things,  be  changed  into  a  tax  on  net  income 
from  all  business  carried  on  in  these  states,  with  a  minimum  of, 
say,  1%  on  gross  receipts.  As  Professor  Gerstenberg  mentioned, 
that  should  be  paid  in  every  year  whether  there  is  any  net  income 
or  not. 

I  would  not  call  it,  then,  a  gross  receipts  tax.  I  would  call  it  a 
net  income  tax  with  a  minimum. 

The  report  discusses  that  point  at  length.  Of  course,  there  are 
difficulties  with  anything  you  propose  of  that  nature.  With  a  gross 
receipts  tax  you  have  the  constitutional  limitation  arising  out  of 
interstate  commerce  and  due  process.  But,  there  will  be  similar 
trouble  with  any  minimum  you  propose.  The  Massachusetts  cor- 
poration tax  referred  to  is  in  part  a  corporation  income  tax  which 
I  helped  the  legislative  committee  draw  in  1918.  It  was  a  net 
income  tax  with  a  minimum,  based  on  tangible  personal  property. 
That  appeared  to  offer  the  least  constitutional  difficulties  even  with 
that  tax  under  our  state  constitution,  the  point  could  have  been 
raised  that  a  tax  on  tangible  personal  property  is  not  an  excise  but 
a  property  tax.  There  is  difficulty  either  way,  but  the  states  that 
have  gross  receipts  taxes  some  day  are  going  to  be  in  an  admirable 
position  to  adopt  this  report.  Everybody  is  now  being  brought  to 
a  realization  of  what  is  necessary  to  be  done.  You  do  not  have  to 
bring  a  whole  lot  of  business  men  in  to  convince  people  that  you 
have  to  pay  new  taxes ;  and  when  everybody  is  in  that  state  of 
mind  you  can  make  such  an  income  tax  with  a  minimum,  based 
on  gross  receipts,  as  you  please,  and  then  you  can  impose  a  personal 
income  tax  too,  if  you  want  to.  If  you  don't  want  to,  you  don't 
need  to.  But,  you  can  have  a  property  tax  and  a  personal  income 
tax  with  a  minimum,  based  on  gross. 

Charles  J.  Torin  (New  York)  :  I  have  only  a  limited  number 
of  copies  of  the  memorandum  but  I  will  see  that  Professor  Bullock 
gets  a  copy  of  it. 

In  the  bill  which  I  have  drafted,  which  is  being  revised  for  the 
next  session  of  the  Legislature,  we  have  set  up  in  a  separate  title 
what  we  call  business  taxes.  Those  business  taxes  include  imposi- 
tions   on    all    business    within    the    state,    including   unincorporated 
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business.  Then,  in  a  separate  title,  to  carry  out  the  theory  of  the 
model  plan,  we  set  up  what  we  call  general  state  taxes,  and  in 
that  group  we  put  our  personal  income  taxes,  the  inheritance  taxes 
or  estate  taxes,  and  a  comprehensive  sales  tax,  which  includes  all 
of  our  present  sales  taxes  and  other  sales  taxes  that  should  be 
included,  covering  not  only  the  sale  of  goods  but  also  of  services. 
In  other  words,  the  sales  tax  in  this  bill  is  not  only  for  sales  but 
also  for  service  rendered. 

Chairman  Charles  W.  Gerstenberg  :  I  presume  this  discussion 
in  view  of  what  Professor  Bullock  has  said  may  fittingly  close  with 
the  little  verse  from  .\lexander  Pope,  turned  around  by  the 
economist  McCullough,  which  I  have  not  heard  recited  in  this  con- 
vention for  at  least  ten  years.  I  remember  a  member  of  the  National 
Industrial  Conference  Board  in  St.  Louis  in  1924  recited  it: 

Whoe'er  would  hope  a  perfect  tax  to  see, 

Hopes  for  what  ne'er  was,  ne'er  is  and  ne'er  shall  be. 

The  president  lias  some  announcements  to  make. 

President  A.  E.  Holcomb  :  I  wish  you  gentlemen  would  not 
leave  the  room,  because  we  are  going  to  put  on  something  that  is 
perhaps  as  important  as  anything  we  have  on  the  program  this 
year.  It  so  happens  that  one  of  our  most  illustrious  and  valuable 
members,  and  one  of  the  hard  workers — another  iron  man,  I  might 
say — is  also  a  brain  truster,  but  he  is  a  brain  truster  for  a  state, 
and  he  is  unfortunately  calletl  away  to  officiate  in  that  capacity 
on  the  day  on  which  his  subject  w^as  set,  so  we  thought  we  would 
give  him  the  opportunity,  before  he  left,  rather  than  try  to  wedge 
it  in  at  a  later  session,  to  present  his  report  now. 

Professor  Lutz  has  under  consideration,  and  has  had  under  con- 
sideration for  quite  a  time,  the  matter  of  control  of  public 
expenditures.  In  a  moment,  I  am  going  to  ask  him  to  give  us 
his  suggestions,  but  before  that  I  want  to  say  that  the  chairman 
of  the  resolutions  committee,  Governor  Bliss,  would  like  to  have 
the  committee  meet  at  the  close  of  this  session  in  room  415  of 
this  hotel.  As  regards  the  nominating  committee.  Professor  Bullock 
knows  the  ex-presidents.  There  happen  to  be  six  or  seven  ex- 
presidents  here,  so  that  we  are  very  well  supplied  with  a  committee 
this  year. 

Professor  Lutz  will  talk  to  you  now.  We  should  like  to  have  your 
close  and  interested  attention  and  your  participation  in  the  discus- 
sion following  these  remarks  by  Professor  Lutz,  of  Princeton 
L'niversity. 

Harley  L.  Lutz  (New  Jersey)  :  Mr.  Chairman  and  members 
of  the  conference :  This  is  not  in  any  sense  a  progress  report  from 
your  committee  on  expenditure  control.     As  a  matter  of  fact — and 
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I  make  this  confession  with  due  recognition  of  what  it  means  and 
that  it  reflects  the  derehction  of  the  chairman — the  committee  has 
been  inactive  during  the  past  year.  One  of  the  reasons  for  that 
inaction — I  give  it  as  an  alibi  for  what  it  is  worth — has  been  the 
fact  that  we  were  unable  to  get  any  funds  for  the  purpose  of 
assembling  the  committee.  The  membership  is  scattered  from  New 
Jersey  to  California,  and  many  of  the  committee  members  advised 
me  early  in  the  game  that  they  would  not  be  able  in  these  times  to 
finance  individually  the  expense  of  meeting  in  any  central  point. 
While  we  have  a  representative  of  the  Santa  Fe  Railroad  on  the 
committee,  we  did  not  get  a  spontaneous  offer  of  transportation 
from  that  heavy  taxpayer.  (Laughter).  Consequently,  the  com- 
mittee was  unable  to  meet,  even  in  the  preparation  of  the 
preliminary  report.  That  task  fell  largely  upon  the  chairman.  It 
was  managed  at  long  range.  We  had  meetings  of  various  groups 
of  the  committee,  but  never  at  any  time  were  we  able  to  get  the 
entire  committee  membership  together.  After  the  Phoenix  con- 
ference I  heard  of  a  foundation  which  had  been  newly  set  up,  and 
I  thought  if  I  got  in  on  the  ground  floor  I  might  interest  that 
organization  in  our  project.  I  made  application  in  proper  manner 
for  a  small  grant  for  the  purpose  of  financing  the  work  which  had 
been  laid  out  for  us.  A  colleague  of  mine  at  Princeton  also  had 
made  application  to  this  same  foundation  for  a  project  in  which 
he  was  interested,  and  after  the  awards  had  been  given  he  told  me 
unofticially,  before  I  got  the  official  announcement,  that  I  was  not 
going  to  get  any  money.  I  had  a  letter  from  the  secretary  in 
which  they  said  that  they  felt  my  project  of  studying  ways  and 
means  of  expenditure  control  was  too  big  a  matter  for  them  to 
undertake;  but  my  colleague  told  me  that  he  had  learned  that  the 
bulk  of  their  income  for  the  year  had  been  given  to  a  geologist 
who  wanted  to  study  rocks  in  order  to  calculate  the  age  of  the 
earth.  That  struck  me  funny  at  first,  but  the  more  I  thought  about 
this  problem,  the  more  I  decided  that  the  executive  probably  was 
pretty  wise,  in  that  it  may  be  a  fairly  simple  matter  to  calculate 
the  age  of  the  earth  by  studying  rocks  in  comparison  to  this  job 
of  devising  ways  and  means  of  public  control  of  expenditures.  I 
think  their  decision  was  fairly  sound,  much  as  it  disappointed  me 
and  other  members  of  the  committee. 

Another  reason  why  I  feel  justified  in  reporting  that  the  com- 
mittee has  been  inactive  during  the  past  year  is  that  our  preliminary 
report,  which  is  published  in  the  Proceedings  of  the  Phoenix  con- 
ference was — I  say  it  with  all  due  modesty — a  fairly  comprehensive 
outline  of  a  sound  method  of  approach  to  the  problem.  I  would  be 
willing  to  risk  any  small  sum  that  most  of  the  members  here  present 
have  not  yet  read  that  report,  but  it  is  available  to  you  in  the  Pro- 
ceedings of  the  Phoenix  conference,  and  some  reprints  are  available. 
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The  next  step,  as  I  visualize  the  problem,  is  not  another  report. 
The  next  step  is  to  test  and  apply  the  program  for  expenditure 
control  which  was  laid  down  in  that  report.  We  have  too  many 
reports  already,  and  I  can  see  no  sound,  serious,  constructive  pur- 
pose that  would  be  served  by  bringing-  to  you  at  this  time  simply 
another  report.  What  we  need  now  is  action.  What  we  need  now 
is  for  the  members  of  the  association  to  take  the  constructive 
material  that  has  already  been  put  at  your  disposal,  into  your  own 
communities,  take  it  into  your  own  states,  and  see,  insofar  as  it  is 
possible  to  see,  how  far  those  principles  and  suggestions  can  actually 
be  applied.  This  is  a  long  and  slow  process.  Calculating  the  age 
of  the  world  is  a  simple  matter  by  comparison. 

It  requires  publicity,  it  requires  aggressive  leadership,  it  requires 
patient  experimentation.  Now,  whether  this  leadership,  this  aggres- 
sive effort  in  furtherance  of  our  suggestions,  and  in  testing  and 
applying  the  principles,  is  to  be  supplied  by  your  committee  or  by 
the  National  Tax  Association  as  a  whole,  or  by  some  other  agency, 
I  have  no  definite  opinion. 

The  committee,  I  feel  sure,  would  he  willing  to  take  its  full  share 
of  that  responsibility  provided  ways  and  means  could  be  found 
whereby  proper  publicity,  proper  guidance  and  some  leadership  in 
the  movement  could  be  supplied.  It  is  possible  that  we  may  be 
able  in  New  Jersey  to  do  this  thing.  I  am  not  now  at  liberty  to 
speak  of  projects  that  may  develop  there.  If  one  does  develop, 
as  there  is  every  reason  for  thinking  that  it  will,  in  future  confer- 
ences of  this  association,  it  is  possible  that  we  may  be  able  to  bring 
you  some  definite  progress  reports  as  to  how  those  principles  can 
be  applied  under  given  concrete  conditions.  So  much  for  the  com- 
mittee by  way  of  explanation  of  the  absence  of  a  further  report. 

I  am  going  to  take  this  opportunity  and  the  amount  of  time 
that  would  still  be  allowed  me  by  the  presiding  officer,  to  make  a 
few  personal  observations  with  respect  to  this  problem. 

In  the  first  place,  I  think  it  is  apparent  that  public  expenditure 
is  today  the  paramount  problem  in  public  finance. 

Prior  to  1929  the  states  and  their  local  units  were  the  chief 
offenders  against  the  sound  tenets  of  government  finance,  in  their 
taxing  and  in  their  spending  and  in  their  borrowing  activities. 

The  federal  government  between  1919  and  1929  set  us  a  reason- 
ably satisfactory  model  of  conservatism  in  reduction  of  debt  and 
the  diminution  of  expenditure.  Since  1929,  in  part  due  to  the  facts 
and  circumstances  over  which  no  human  agency  could  exercise 
control,  the  federal  government  has  joined  the  states  and  the  local 
units  and  has  now  become  the  chief  among  sinners  insofar  as  the 
volume  of  public  expenditure  is  concerned. 

I  recognize,  of  course,  that  much  of  this  can  be  justified  as  an 
emergency   operation,   and   that  as   long  as  the   emergency   exists, 
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somebody  has  to  carry  on.  Just  how  great  the  emergency  is,  just 
how  long  it  will  continue,  and  when  it  may  be  said  to  have  come  to 
an  end  are  matters  over  which  there  may  be  difference  of  opinion; 
but  if  and  when  we  all  agree  that  the  emergency  has  ended,  I 
think  the  control  of  public  expenditures,  federal,  state  and  local, 
will  still  be  our  paramount  problem  in  public  finance.  There  is 
no  other  way  under  heaven  by  which  we  can  alleviate  tax  burdens 
on  everyone,  except  by  a  reduction  and  control  of  governmental 
expenditures. 

In  the  second  place,  I  notice  everywhere  that  opposition  to  taxa- 
tion, whether  to  increasing  old  taxes  or  to  the  imposition  of  new 
taxes,  strong  as  it  is,  is  by  no  means  as  strong  as  the  resistance 
offered  to  those  changes  in  governmental  structure  and  organization 
and  procedure  by  which  efficiency  and  economy  may  be  achieved. 
You  can  see  that  from  one  end  of  the  country  to  the  other.  Projects 
for  those  fundamental  changes  in  government  to  which  we  directed 
attention  in  our  preliminary  report  are  meeting  everywhere  with 
much  greater  resistance,  from  all  quarters,  than  the  proposals  for 
new  taxes.  The  new  tax  is  a  sweet  and  soothing  dose  in  comparison 
to  those  changes  in  governmental  procedure  that  must  come  if  we 
ever  expect  to  get  relief  from  taxation. 

I  have  long  since  come  to  this  conclusion :  that  the  American 
people  must  do  one  of  two  things,  they  should,  if  they  are  going  to 
be  sporting  about  it  at  all,  stop  whining  about  their  taxes,  or  they 
should  set  themselves  resolutely  to  this  other  task  of  securing  those 
changes  by  which  alone  they  can  see  and  enjoy  a  real  reduction 
of  the  tax  burden. 

I  note  further  that  the  resistance  to  governmental  reforms  has 
bred  all  manner  of  tax  panaceas.  I  need  not  recite  them.  You  are 
familiar  with  them  from  one  end  of  the  country  to  the  other.  All 
manner  of  glorious  reforms  are  being  promised  by  some  kind  of 
devices  labeled  tax  reform. 

We  had  a  discussion  yesterday  of  tax  limitation  and  a  very  frank 
admission  on  the  part  of  the  interests  favoring  tax  limitation  in 
one  state  as  to  the  motives  and  reasons  which  had  given  rise  to 
the  movement.  In  view  of  the  whole  situation,  it  seems  to  me  that 
some  strong  agency  must  take  up  this  fight,  that  it  must  press 
vigorously  and  continuously  over  wide  areas,  for  effective  expendi- 
ture control.  I  submit  that  no  better  plan  for  accomplishing  those 
ends  has  yet  been  advanced  than  that  laid  out  in  our  preliminary 
report  of  last  year.  There  may  be  better  plans;  there  may  be  a 
much  simpler  way.  If  there  be  such,  no  one  would  welcome  it 
with  more  enthusiasm  than  your  committee,  which  has  had  on  the 
whole  a  difficult  and  rather  thankless  task  to  perform  in  the  absence 
of  any  better  way  of  going  about  it. 

Let  me  commend  to  your  careful  consideration  the  suggestions 
made  last  year,  and  solicit  your  cooperation   in  testing  them,   in 
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studying  them  and  criticising  them  and  in  improving  them  insofar 
as  you  can  find  ways  and  means  of  securing  improvement.  Whether 
the  committee  is  continued  or  not,  as  chairman  of  the  committee 
I  shall  be  happy  at  any  time  to  have  correspondence  with  anyone, 
in  any  state,  who  is  at  all  interested  in  undertaking  the  prosecution 
of  those  changes  which  we  have  suggested;  I  shall  welcome  reports 
upon  the  objectives,  reports  upon  the  difficulties  encountered,  and 
reports  on  the  results. 

I  am  sorry  that  I  had  to  suggest  this  change  in  the  schedule  of 
the  program.  I  appreciate  very  much  the  opportunity  to  make  this 
very  brief  statement  at  the  present  time,  and  I  shall  appreciate  your 
continued  cooperation  and  support,  your  suggestions  for  improve- 
ment, or  anything  else  that  may  come  to  your  mind  with  respect 
to  the  work  that  has  already  been  done.  I  realize  that  it  has  only 
begun,  that  it  is  a  long  hard  road,  but  that  is  the  price  of  permanent 
tax  relief.    Thank  you. 

Chairman  A.  E.  Holcomb  :  Another  branch  of  this  same  topic 
is  to  be  discussed  by  Professor  Brindley.  It  comes  under  the 
general  topic  of  control  of  expenditures,  namely  State  and  Local 
Budget  Control.  It  will  stay  in  its  regular  place  and  come  up 
tomorrow  afternoon. 

There  is  ample  time  to  discuss  anything  that  occurs  to  you,  on 
this  statement  by  Professor  Lutz.  I  think  you  will  appreciate  the 
position  he  is  in.     The  secretary  wants  to  make  an  announcement. 

Secretary  W.  G.  Query  :  I  want  to  announce  that  the  official 
photograph  of  the  conference  will  be  taken  at  12:30,  or  immediately 
after  the  adjournment  of  this  session.  We  will  meet  in  the  lobby 
and  will  be  shown  where  the  photograph  is  to  be  taken. 

Chairman  A.  E.  Holcomb  :  The  resolutions  committee  meets 
right  after  the  close  of  this  session. 

Can  we  do  anything,  gentlemen,  with  the  report  or  with  respect 
to  it? 

Paul  N.  Reynolds  (Wisconsin)  :  I  think  that  it  might  be 
interesting  to  the  members  here  to  know  that  W^isconsin  has  an 
organization  called  the  Wisconsin  Taxpayers'  Alliance,  which  has 
studied  the  reports  of  Professor  Lutz's  committee  on  expenditure 
control,  and  has  really  proceeded  to  do  something  about  it.  I  am 
reminded  of  many  students  who  come  down  to  our  office  from 
Wisconsin  University  and  want  to  write  articles  and  prepare  topics 
on  new  sources  of  taxation.  I  remember  last  year  I  asked  one  of 
several  students  if  he  would  not  like  to  prepare  a  topic  on  expendi- 
ture control.  He  said,  '"Expenditure  Control?  I  never  heard  of  a 
thing  like  that.  What  is  it?''  I  said,  "W^ell,  that  is  finding  how 
we  can  best  spend  our  money  more  wisely  than  we  do."  He  said, 
"That  sounds  like  a  very  good  idea;  I  never  heard  of  that  before 
at  all." 
14 
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In  Wisconsin  we  have  tried  to  make  the  people  know  that  they 
must  take  greater  interest  in  government,  in  trying  to  reform  our 
present  system  of  government,  which  is  very  decentralized  in  Wis- 
consin. We  have  sixty-one  hundred  rural  schools  in  Wisconsin. 
We  have,  state  aids  for  high  schools,  going  direct  to  the 
local  treasuries,  but  no  control  by  the  state  over  the  aid  sent  out. 
When  we  talk  about  the  changes  that  are  to  be  made,  we  are  con- 
fronted, just  as  Professor  Lutz  has  said,  with  the  objections  of 
citizens  who  do  not  want  any  changes.  They  want  to  continue 
the  local  administration  of  schools  and  the  local  administration  of 
highways,  and  to  get  a  great  deal  of  money  from  the  state  for  local 
administration. 

I  was  reminded  of  a  story  that  a  father  was  telling  his  boy,  about 
the  hard  time  he  had  and  how  successful  he  had  been.  He  said, 
"'Bob,  you  know  when  I  was  your  age  I  used  to  work  ten  hours 
a  day  in  a  grocery  store  for  six  days  a  week,  and  only  got  four 
dollars  a  week.  At  the  end  of  five  years  I  owned  the  store."  The 
boy  answered,  '"You  could  not  do  that  now,  dad,  they  use  cash 
registers."  So  with  expenditure  control.  It  seems  to  me  that  all 
of  us  who  are  interested  in  taxation  have  to  talk  more  about  that 
and  less  about  new  sources  of  taxation.  We  are,  all  of  us,  sure  that 
the  question  of  sources  of  taxation  will  be  ably  presented  by  large 
numbers  of  people  who  want  new  sources  of  taxation,  in  order  to 
spend  more  money.  More  attention  has  to  be  given,  over  a  long 
period  of  time,  to  this  very  necessary  thing  that  we  call  expenditure 
control;  and  unless  we  define  it  so  that  the  average  citizen  knows 
what  we  mean,  it  does  not  do  us  any  good  whatever  to  talk  about  it. 

In  Wisconsin,  as  I  said  before,  the  Wisconsin  Taxpayers' 
Alliance,  which  is  a  non-political  organization,  does  no  lobbying; 
it  presents  the  facts  to  the  government  and  to  the  citizens  of 
Wisconsin  who  are  all  the  stockholders  of  government.  We  think 
we  have  at  least  started  to  do  a  worthwhile  job,  and  we  will  be 
very  glad  to  have  anyone  here  write  to  us  as  to  how  we  have 
proceeded  in  bringing  this  to  the  attention  of  the  citizens  of 
Wisconsin. 

I  think  I  ought  to  correct  an  impression  which  many  members 
seem  to  have  gotten  yesterday  from  Professor  Lutz's  very  compli- 
mentary remarks  about  the  classification  of  property  in  Wisconsin. 
Some  people  have  asked  me :  Do  you  classify  real  estate  in  the 
city,  so  that  certain  portions  of  it  take  a  different  tax  rate  from 
others?  If  you  live  in  a  village,  do  you  have  a  different  tax  rate 
from  what  you  would  have  if  you  lived  in  an  adjoining  city?  You 
have  the  local  tax  rate,  but  the  local  tax  rate  is  applied  to  all 
"property  on  the  tax  rolls,  irrespective  of  whether  it  is  real  estate 
or  whether  personal  property.  We  have  also  considered  in  Wis- 
consin   the    suggestion    made   by    Professor    Ely   and   his    institute 
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that  taxes  be  based  upon  the  income  of  property.     As  to  this,  how- 
ever, nothing  has  yet  been  done. 

M.  B.  iMcPiiERSON  (Michigan)  :  I  have  been  tremendously 
interested  in  the  problem  of  budget  control  for  some  years,  so  much 
so  that  a  few  years  ago  we  invited  the  commissioner  of  our  neigh- 
boring state,  Mr.  Zoercher,  of  Indiana,  to  come  up  and  sell  the  idea 
of  the  Indiana  plan  of  control.  It  was  apparently  going  along  very 
successfully  when  suddenly  the  cities  and  the  school  boards  appeared 
on  the  scene  in  opposition  to  the  plan.  They  represented  the  units 
that  spend  the  most  money  of  all  the  units  in  the  state  of  Michigan, 
and  the  argument  they  used  to  defeat  the  plan  was  this :  If  you 
pass  this  measure  you  are  going  to  be  placed  in  the  position  of 
having  the  farmers  of  the  state  come  down  and  tell  you  how  to 
operate  your  schools.  The  argument  was  very  successful.  But,  if 
they  thought  they  were  weak  in  that,  they  told  the  farmers  that 
they  should  not  stand  for  any  city  slicker  telling  them  what  to  do; 
so,  they  gave  the  boys  both  barrels. 

The  tax  bill  passed  with  a  15  mill  amendment  to  the  constitution. 
Everyone  knew  that  it  would  not  work  and  could  not  work.  At 
the  special  session  of  the  legislature  our  commission  succeeded  in 
incorporating  an  amendment  into  that  bill  giving  an  appeal  to  the 
state  tax  commission  of  the  state  of  Michigan.  We  have  a  budget 
control.  We  put  one  over  when  they  were  not  looking.  All  we 
have  to  do  now  to  get  into  the  budget  is  to  get  any  school  or  school 
district,  any  district  that  is  under  the  15  mills,  even  to  the  smallest 
unit  in  the  county,  to  file  an  appeal  with  us  and  immediately  we 
have  the  entire  budget  of  that  county  under  our  absolute  control, 
from  which  there  is  no  appeal.  I  will  admit  that  it  was  handled 
cleverly.  We  passed  it  over  the  opposition  of  the  foremost  ex- 
ponent of  tax  relief  in  the  state  of  Michigan ;  and  we  did  it  entirely 
by  the  votes  of  the  people  in  the  legislature  from  the  city  of 
Detroit,  who  came  there  totally  inexperienced  in  legislation,  some 
of  them  unable  to  speak  the  English  language;  but  they  went  along 
with  us,  and  we  received  a  piece  of  legislation  that  could  not  be 
received  from  the  so-called  exponents  of  tax  relief.  For  once  it 
reminded  me  of  the  story  of  two  old  men  sitting  on  the  cracker 
box  in  the  country  store,  watching  one  of  their  neighbors  go  by, 
and  one  said  to  the  other,  "Uncle  Alex  aint  half  the  man  he  used 
to  be,"  and  the  other  fellow  said,  '"By  gosh,  he  never  was." 

J.  W.  .Oliver  (New  York)  :  I  would  like  to  ask  Dr.  Lutz  if  he 
has  his  report  in  such  form  that  he  could  have  it  circulated  now.  I  un- 
derstood he  made  mention  of  some  medium  for  giving  publication  to  it. 
I  stated  before,  I  am  connected  with  the  American  Management  Asso- 
ciation, which  association  comprises,  I  believe,  the  largest  group  of 
business  organizations  of  any  association  in  the  country.  We  want 
to  educate  the  business  man.     I  would  like  to  extend  to  Dr.  Lutz 
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the  invitation  that  if  he  will  send  me  a  copy  of  the  report,  and  if 
he  is  ready  to  have  it  circulated,  we  will  attempt  to  get  it  among 
the  business  men  of  the  country. 

Harley  L.  Lutz  :  I  shall  be  glad  to  do  that.  You  recognize  that 
the  first  report  on  a  subject  as  important  and  as  difficult  as  this 
would  necessarily  have  to  be  viewed  as  a  preliminary  report;  and 
the  report  which  was  presented  at  Phoenix,  and  which  is  published 
in  the  Proceedings  of  the  Phoenix  conference,  is  entitled  ''  Prelim- 
inary Report."  Nevertheless,  enough  thought  and  consideration 
based  upon  a  good  deal  of  experience  with  the  situation  in  the 
densely  populated  and  highly  industrial  state  of  New  Jersey,  went 
into  the  preparation  of  that  report  to  warrant  its  being  given 
publicity;  the  sooner  we  find  out  the  points  at  which  we  were 
wrong,  impractical  or  uncertain  in  that  report,  the  sooner  we  can 
get  started  on  the  right  track. 

Chairman  A.  E.  Holcomb  :  I  certainly  want  to  express  appre- 
ciation for  that  suggestion  from  Mr.  Oliver. 

J.  W.  Oliver:  I  would  like  to  make  one  further  suggestion  to 
Dr.  Lutz:  You  know  the  average  business  man  will  not  read  as 
long  a  report  as  the  man  who  is  extremely  interested,  in  order  to 
find  out  something.  Perhaps  you  could  summarize  it  briefly.  We 
might  have  a  conference  meeting  on  it;  furthermore,  I  would  be 
glad  to  have  you  explain  it  to  us. 

Harley  L.  Lutz:  Are  you  inviting  me  to  write  an  article  for 
your  paper,  or  w^hat  is  it  you  want? 

J.  W.  Oliver  :  A  summary  of  the  highlights  that  we  migh/  dis- 
tribute throughout  our  organization. 

Harley  L.  Lutz  :     I  will  be  glad  to  do  that. 

Charles  J.  Tobix  (New  York)  :  In  New  York  we  appropriated 
at  the  last  session  of  the  legislature  some  half  million  dollars  to  try 
to  get  the  people  to  drink  more  milk,  taxing  the  industry  for  that 
particular  amount  of  money  under  tax  specially  set  up  for  that 
purpose.  Some  of  our  friends  in  New  York  are  now  wondering 
whether  or  not  we  could  not  call  on  the  next  legislature  to  appro- 
priate a  similar  sum  of  money  to  advise  the  people  as  to  what  kind 
of  government  they  have,  and  as  to  wherein  it  might  be  cut  down. 
We  have  at  present  a  very  able  and  efficient  commission  investigat- 
ing the  subject  of  local  expenditures  and  government  generally  in 
the  state,  and  the  thought  is  if  we  could  advertise  just  what  sort 
of  government  we  have  in  the  state  of  New  York,  and  seek  through 
the  public  press  and  otherwise  to  state  just  how  it  might  be  reduced, 
sufficient  support  from  public  opinion  might  come  to  the  commission 
now  in  existence  to  put  over  real  reform  in  New  York  State.  Why 
couldn't   we   obtain   a   reform    in   government   by   taxing   back   the 
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taxpayers  themselves,  so  that  they  might  be  advised  as  to  what 
kind  of  government  they  have,  how  costly  it  is,  and  how  much 
better  it  would  be  for  them  from  every  standpoint  if  it  was  reduced? 
The  result  of  the  tax  would  go  back  to  tlie  taxpayer  in  a  great 
saving. 

Chairman  A.  E.  Holcomb  :  Professor  Lutz  says  he  will  do  it 
for  less  than  half  a  million. 

Simeon  E.  Leland  (Illinois)  :    It  seems  to  me  that  everybody — 

Chairman  A.  E.  Holcomb:  Mr.  Leland,  won't  you  be  good 
enough  to  come  forward  and  take  the  platform  so  that  you  may  be 
seen  and  at  the  same  time  better  understood. 

Simeon  E.  Leland:  I  doubt  very  much  if  what  I  have  to  say 
is  worth  coming  up  in  front  to  say.  It  seems  to  me  that  if  we 
have  a  broad  enough  definition  of  the  term  "  expenditure  control," 
we  may  logically  include  thereunder  some  consideration  of  public 
debts.  If  we  limit  the  term  merely  to  the  subject  of  expenditures, 
I  am  inclined  to  think  we  get  too  narrow  an  approach  to  the  prob- 
lem of  government  expenditure.  I  am  quite  sure  Professor  Lutz 
would  take  the  broad  definition  that  I  have  indicated  and  include  in 
any  plan  of  expenditure  control  a  consideration  of  public  debt. 

In  our  thinking  on  the  subject  we  seldom  go  that  far.  There  is 
much  reason,  it  seems  to  me,  for  further  examination  of  plans  and 
the  possibilities  of  debt  control  and  debt  adjustment  and,  if  you 
please,  centralized  help  to  local  governments  in  solving  their  debt 
problems.  The  work  of  this  expenditure  control  committee  might 
well  be  extended  to  include  that  particular  phase  of  the  matter. 
If  you  look,  for  instance,  at  the  number  of  cities  and  local  govern- 
ments that  are  now  in  default  on  long  term  debt,  if  you  look  at 
the  difficulties  with  which  local  governments  are  able  to  borrow 
for  short  terms,  and  if  you  look  at  the  causes  for  those  conditions, 
it  certainly  appears  to  be  high  time  that  the  states  themselves 
become  interested  in  the  affairs  of  their  local  governments  so  far 
as  they  relate  to  the  extension  of  the  borrowing  power.  When  you 
think,  for  instance,  that  a  substantial  number  of  our  local  govern- 
ments in  the  United  States  are  now  paying  rates  of  interest  on 
short  term  credits  ranging  as  high  as  11^4%,  on  tax  exempt  paper, 
it  perhaps  might  indicate  that  the  subject  of  expenditure  control, 
as  applied  to  debts,  is  surely  important.  When  you  further  know 
that  those  rates  of  interest  alone  have  existed  for  a  great  many 
years  and  are  not  the  product  of  a  banking  crisis  or  of  a  depression, 
and  are  not  confined  to  cities  or  local  governments  whose  credit 
is  bad,  it  seems  to  me  that  we  well  may  consider  extending  this 
subject  of  expenditure  control  to  some  consideration  of  what  the 
states  may  do  to  help  their  local  governments  and,  indeed,  to 
improve  their  own  debt  management.     Perhaps  it  niitiht  I)e  worth- 
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while  to  give  the  chairman  of  the  expenditure  control  committee 
another  job,  to  examine  that  particular  subject  and  report  to  us 
next  year. 

Chairman  A.  E.  Holcomb  :  Perhaps  that  is  in  your  report 
already. 

Harley  L.  Lutz  :  I  should  say  that  the  preliminary  report  pub- 
lished last  year  specifically  includes  the  control  of  debts  as  a  part 
of  the  general  program. 

Philip  Zoercher  (Indiana)  :  Commissioner  Leser  asked  me 
to  state  how  we  do  it  in  Indiana.  I  have  said  it  so  often  that  I 
do  not  like  to  go  over  it  again,  but  he  says  there  are  many  here 
who  have  not  heard  it,  so  I  will  go  into  it  briefly. 

At  the  time  of  the  last  message  of  Governor  Marshall  after  he 
had  been  governor  for  four  years,  and  just  before  he  went  to 
Washington  to  become  vice  president  of  the  United  States,  he 
recommended  that  before  any  taxing  unit  or  any  municipality 
could  issue  any  bonds  or  borrow  any  money,  it  would  have  to  file 
application  with  the  state  board  of  tax  commissioners  to  get  its 
approval.    That  was  made  law  in  January,  1913. 

In  1919,  when  the  new  tax  law  was  framed  in  Indiana,  when  the 
valuation  was  increased  two  and  one-half  times ;  in  other  words, 
when  the  valuation  of  property  was  raised  from  two  and  one-quarter 
billion  to  five  and  three-quarters  bilh'on,  we  realized  then  that 
something  would  have  to  be  done  to  control  expenditures.  Getting 
the  inspiration  from  Governor  ]Marshairs  message,  we  provided  in 
the  law  that  before  any  municipality  would  issue  any  bonds  or 
borrow  any  money,  it  would  have  to  file  an  application  with  the 
state  board  of  tax  commissioners.  As  to  the  budgets  and  tax 
levies,  so  long  as  the  levy  did  not  exceed  a  dollar  and  a  half  on 
the  hundred,  they  could  go  on,  but  if  they  needed  more  money  they 
would  have  to  file  an  application  with  us  and  submit  the  budget 
to  us.  But,  we  even  had  the  right  to  examine  those  whose  tax 
rates  did  not  exceed  a  dollar  and  a  half.  I  am  frank  to  say  that 
the  mistake  made  in  1919  was  that  we  made  them  all  come  to 
Indianapolis;  we  should  have  gone  to  the  communities,  as  we  have 
done  since  1921.  If  we  had  done  that  in  1919,  I  think  some  of  the 
objection,  that  was  raised  against  the  law,  would  not  have  been 
voiced. 

Under  our  present  law,  when  any  community  wants  to  borrow 
money  in  excess  of  $5000,  it  must  give  notice.  The  taxpayers 
have  a  right  to  come  in  and  be  heard,  and  many  times  at  the 
hearing,  explanation  is  made  that  satisfies  doubting  taxpayers.  If 
they  are  not  satisfied,  ten  or  more  of  such  taxpayers  can  file  an 
application  with  the  state  tax  commission,  and  then  a  hearing  is 
held   locallv.      I   think    T    told   vou   vesterdav   that   nnlv    two   weeks 
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ago  I  had  a  hearing  set  at  Hammond,  Indiana,  where  the  school 
board  had  issued  an  order  to  borrow  $27,500,  to  buy  nine  and  one- 
half  acres  of  land.  The  taxpayers  were  not  given  a  hearing.  They 
filed  a  petition,  and  when  we  set  the  date  for  hearing  the  school 
board  reconvened  and  rescinded  their  order.  The  proceeding  is  all 
off,  and  we  do  not  have  to  have  the  hearing. 

Indiana  has  had  that  provision  as  to  hearings  in  its  present  form 
since  1921. 

As  I  said  yesterday,  we  turned  down  bond  issues  and  ta.x  levies 
of  $80,000,000.  That  is  the  direct  saving.  The  indirect  saving  is 
even  more. 

We  have  in  the  state  of  Indiana  Mr.  Harry  Miesse,  secretary  of 
our  state  taxpayers'  association.  He  is  active  and  watches ;  he 
has  agents  in  every  county ;  when  proposals  are  made,  and  the 
taxpayers  are  interested,  and,  if  necessary,  are  helped  to  file  peti- 
tions. The  mere  fact  that  the  officers  know  that  the  taxpayers 
are  going  to  appeal  makes  the  officers  careful. 

With  respect  to  borrowing  money,  when  they  want  to  pay  more 
than  5  %  interest  on  any  money,  whether  there  is  a  petition  filed 
or  not,  they  must  get  our  approval.  W^e  never  approve  anything 
for  more  than  (/Jc. 

While  I  am  on  my  feet,  I  want  to  tell  a  little  joke  on  my  good 
friend  Leland.  He  is  a  member  of  the  Illinois  Tax  Commission. 
This  is  outside  of  the  subject,  but  it  is  so  good  I  know  you  will 
all  enjoy  it.  We  have  industries  in  Indiana  which  are  right  close 
to  Chicago,  in  Lake  County.  The  industries  sometimes  told  us 
we  were  assessing  them  higher  than  they  did  over  in  Illinois.  I 
wrote  to  my  friend  Leland  that  we  ought  to  get  together  and  make 
a  visit,  and  inspect  some  of  these  plants.  I  invited  him  and  he 
brought  his  automobile  togs.  We  went  to  the  State  Line  Engineer- 
ing plant,  and  went  all  through  it.  From  there  we  went  into  an 
electric  plant  right  across  the  line.  He  said  finally,  "I  think  we 
ought  to  go  to  Waukegan,  Illinois,  and  see  that  plant."  I  said, 
"All  right,  we  will  go  later."  As  we  were  on  our  way  it  occurred 
to  me  that  we  might  meet  somebody  that  might  have  something  to 
say  about  whether  or  not  we  should  make  an  inspection,  and  I  said, 
"Doctor,  have  you  a  pass?"  "Oh,  we  don't  need  a  pass."  So,  we 
went  along  and  got  to  the  gate  where,  sure  enough,  we  were  asked : 
"Where  is  your  pass  ?"  I  said,  "W^e  haven't  got  any  pass."  Dr. 
Leland  pulled  out  a  card  and  showed  that  he  was  chairman  of  the 
Illinois  Tax  Commission.  The  guard  at  the  gate  said,  "Well,  I 
will  have  to  call  the  superintendent."  Lie  called  the  superintendent, 
and  Dr.  Leland  said,  "Let  me  talk  to  the  superintendent."  So,  he 
talked  to  the  superintendent,  who  said  no,  he  would  have  to  call 
Chicago  first.  He  called  up  Chicago  and  we  waited  about  ten  or 
fifteen  minutes.  Finally  the  superintendent  said  that  we  should 
come  up.     When  we  went  upstairs,  the  superintendent  said,  "No, 
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I  cannot  let  you  through  if  you  haven't  a  pass."  Dr.  Leland  said, 
"Let  me  talk  to  your  Chicago  officer."  They  would  not  let  him  do 
that.  Dr.  Leland  said,  "Won't  you  even  let  me  talk  to  the  super- 
intendent?" Then  I  showed  my  card  and  said,  "I  am  chairman 
of  the  Tax  Commission  of  Indiana,  and  this  is  the  very  first  time 
that  I  have  ever  been  denied  the  privilege  of  going  through  any 
plant."    But,  they  did  not  let  us  go  through. 

Simeon  E.  Leland  (Illinois)  :  Could  I  add  a  postscript  to  the 
story  ? 

Chairman  A.  E.  Holcomb  :  I  think  that  will  have  to  pass,  under 
the  rules. 

Simeon  E.  Leland:  It  might  be  of  some  interest,  particularly 
to  the  man  who  handles  the  public  relations  of  public  utilities  and 
other  companies,  to  know  that  in  that  case  the  generating  plant  in 
the  state  of  Indiana,  which  is  under  the  jurisdiction  of  the  state 
board,  was  assessed  for  $20,000,000,  while  the  one  in  Illinois,  which 
is  assessed  by  the  local  assessor,  was  originally  valued  at  $3,000,000, 
although  it  had  a  greater  capacity  than  the  plant  in  Indiana  which 
was  assessed  at  $20,000,000,  and  was  subsequently  reduced  to  slightly 
over  $1,000,000.  I  think  there  was  ample  reason  to  lock  out  the  tax 
commission,  they  perhaps  also  locked  out  the  local  assessors  and  the 
local  boards  of  review.  But,  when  the  judge  comes  to  see  me  again, 
we  will  have  more  passes. 

Royal  Cushing  (Illinois)  :  As  representative  of  some  rather 
large  taxpayers  in  Indiana,  if  we  had  not  heard  from  Mr.  Zoercher 
I  was  going  to  arise  and  say  I  thought  it  was  time  we  did  hear 
from  Indiana,  because  I  want  to  testify  from  the  taxpayer's  stand- 
point, to  the  efficiency  of  that  tax  commission  in  keeping  down 
rash  expenditures  of  money  and  rash  bond  issues.  I  want  also 
to  commend  the  efficiency  of  the  Indiana  Taxpayers'  Association, 
of  which  a  member  of  the  present  tax  commission  was  formerly 
statistician.  The  taxpayers'  association  and  the  commission  work 
together,  and  I  believe  that  the  money  contributed  by  the  taxpayers 
accomplishes  more  in  Indiana  than  in  most  places. 

Chairman  A.  E.  Holcomb:  Did  that  part  of  it  come  into  your 
report  at  all — control  through  the  Indiana  system?  Is  that  dis- 
cussed in  your  report  Professor  Lutz? 

IIarley  L.  Lutz  :  Not  at  any  length.  Mr.  Zoercher  was  a 
member  of  the  committee,  however,  so  it  will  receive  due  considera- 
tion undoubtedly,  as  the  committee  proceeds,  if  it  is  continued. 

Chairman  A.  E.  Holcomb:  Anything  further?  The  chairman 
of  the  resolutions  committee  is  quite  anxious  that  you  will  recall 
that  he  wants  you  to  stop  at  room  41.^  just  long  enough  to  organize. 
It  will  take  onlv  a  short  time. 
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Charles  J.  Bullock  :  The  following  is  the  list  of  members  of 
the  committee  on  nominations :  Mr.  Bliss  of  Rhode  Island,  Mr. 
Smith  of  Kansas,  Mr.  Lutz  of  New  Jersey,  Mr.  Graves  of  New 
York,  Mr.  Edmonds  of  Pennsylvania  and  Mr.  Fairchild  of  Con- 
necticut, these  being  all  of  the  ex-presidents  of  the  association  who 
are  here  present,  so  far  as  our  present  knowledge  goes.  I  wish,  at 
the  close  of  this  session,  all  these  gentlemen  would  just  convene  in 
that  far  corner  of  the  room  so  we  can  get  things  going.  It  will  be 
just  a  moment. 

Chairman  A.  E.  Holcomb  :  Anybody  think  of  anything  else 
we  ought  to  do? 

(No  response) 

Chair^ian  a.  E.  Holcomb:  Remember  the  resolutions  com- 
mittee meeting,  remember  the  photograph,  and  remember  to  come 
back  here  for  the  afternoon  session  at  2 :  30. 

(Adjournment) 


SIXTH  SESSION 

Wednesday,  October  3,  1934,  2:30  P.  M. 

Chairman  A.  E.  Holcomb  :  The  meeting  will  be  in  order. 
Apparently  we  are  suffering  under  a  considerable  handicap  this 
afternoon.  We  not  only  have  to  confront  the  handicap  of  taxation 
generally,  but  we  have  a  World  Series  holding  back  our  tax  men. 
This  presents  rather  a  difficult  situation.  I  thought  that  perhaps  if 
I  started  the  meeting,  some  of  the  absentees  would  straggle  in. 
We  are  all  right  as  long  as  we  know  the  score,  I  guess. 

Now,  the  subject  this  afternoon  is  a  varied  one.  The  versatility 
of  the  program  makers  this  year  was  rather  exceptional.  Among 
the  subjects  is  one  which  ought  to  be  of  interest  to  the  entire 
country,  because  it  is  a  thing  that  perhaps  every  state  ought  to  do, 
to  sort  of  take  account  of  stock,  and  see  what  they  look  like,  like 
taking  a  ship  and  putting  it  into  dry-dock  and  scraping  off  the 
barnacles,  to  see  what  you  find  on  the  thing,  so  you  can  start  going 
again  safely.  In  this  particular  instance  there  was  appointed  a 
commission,  of  which  an  esteemed  member  of  this  association — 
another  iron  man  by  the  way  is  its  chairman — to  make  a  survey  of 
the  state's  tax  system.  Among  the  members  of  that  commission, 
besides  our  good  friend  Blodgett,  is  the  speaker  who  is  about  to 
address  us,  a  man  who  has  taken  a  very  wide  interest  in  civic  affairs 
generally  in  his  own  city  of  Greenwich,  Connecticut,  and  who  has 
been  public  spirited  in  every  way.  I  consider  it  of  great  importance 
and  an  exceptional  opportunity  that  he  has  come  here  at  a  sacrifice, 
I  know,  of  his  time,  from  a  large  law  practice  in  New  York  City, 
to  tell  us  the  story  of  his  commission's  survey  of  the  Connecticut 
situation,  as  it  has  grown  or  straggled  along,  all  these  years. 
Without  further  introduction,  I  want  to  simply  say  that  Mr.  Roger 
Sherman  Baldwin,  of  Greenwich,  Conn.,  and  a  lawyer  of  New  York 
City,  will  address  you  on  the  subject  of  Surveying  a  State's  Tax 
System — Mr.  Baldwin. 

Roger  Sherman  Baldwin  (Connecticut)  :  Gentlemen  of  the 
National  Tax  Conference,  I  will  take  the  liberty  of  filing  my  paper, 
and  the  further  liberty  of  not  reading  it,  much  to  your  relief,  no 
doubt.  I  will  endeavor  to  talk,  during  the  time  that  I  have,  on  the 
general  subject.  I  have  come  here  with  considerable  hesitancy  as 
the  man  who  should  address  you  on   this   subject.     Mr.  Fairchild, 
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who  is  well  known  to  you  and  who  is  the  chairman  of  our  commis- 
sion, is  present  here.  But,  I  have  heard  in  the  past  two  sessions 
which  I  attended,  that  you  are  anxious  to  have  outsiders  come  into 
your  meetings  and  address  them.  Perhaps  you  will  consider  me 
as  an  outsider,  perhaps  not  a  tax  man,  but  perhaps  I  might  claim 
to  be  a  tax  lawyer,  who,  for  some  fifteen  years  has  been  rather 
intimately  associated  with  the  local  tax  situation  in  my  own  town, 
and  who  was  drafted  by  the  governor  of  the  state  of  Connecticut 
to  act  on  the  state  tax  commission  which  he  appointed  about  a 
year  ago. 

SURVEYING  A  STATE'S  TAX  SYSTEM 

ROr.ER   S.   liAI.DWlN,   ATTORNEY 

Upon  a  large  white  marble  facade  in  an  open  square  in  Athens 
is  carved  the  figure  of  an  Unknown  Soldier.  It  is  a  beautiful 
thing,  in  a  beautiful  setting.  About  a  year  ago,  in  the  middle  of 
the  day  with  the  sun  shining  brilliantly,  I  took  a  photograph  of  it, 
and  upon  my  return  to  this  country  the  film  was  developed.  The 
result  was  almost  a  total  blank.  If  the  photograph  had  been  made  in 
the  morning  or  in  the  afternoon,  there  would  have  been  a  shadow 
thrown  by  the  relief  work  on  the  marble,  bringing  out  the  detail. 
With  direct  sunlight  it  was  all  light  and  no  shade — no  comparative 
values,  and  the  picture,  therefore,  was  a  failure. 

A  survey  of  the  tax  system  of  a  state  should  be  from  all  angles. 
The  whole  should  be  presented  in  high  and  low  relief.  Each  part 
should  have  its  proper  place  and  be  given  its  relative  importance. 

This  paper  is  intended  to  present  the  nature  of  the  problems 
involved  in  a  state  tax  survey  rather  than  the  agenda  or  procedure 
of  such  a  survey.  Comment  will  be  made  on  some  of  the  most 
important  questions  that  arose  and  were  considered  in  the  survey 
of  the  tax  system  of  the  state  of  Connecticut  now  about  to  be 
concluded. 

Government  And  Business  Comparisons 

Whatever  the  validity  or  invalidity  of  comparisons  drawn  by  the 
ordinary  citizen  between  government  operations  and  business  opera- 
tions, they  are  inevitable.  A  man  compares  unknown  things  with 
what  he  knows.  Sometimes  such  comparisons  are  valid  and  helpful 
and  sometimes  they  are  not.  There  are  certain  things  that  govern- 
ment and  business  have  in  common  and  there  are  certain  respects 
in  which  they  are  not  at  all  alike.  A  brief  statement  of  some  of 
their  similarities  and  differences  might  not  be  here  out  of  place — as 
a  matter  of  review,  if  nothing  else. 

Government  and  business  are  both  operated  by  human  beings  and, 
taken  as  a  whole,  it  is  safe  to  say  that  they  are,  therefore,  subject 
to  all  the  virtues  and  all  the  vices  of  human  nature  in  about  equal 


220  NATIONAL  TAX  ASSOCIATION 

proportions,  differing  only  perhaps  because  of  the  presence  or  lack 
of  opportunity  for  their  development. 

There  is  the  same  fundamental  difference  in  point  of  view 
between  departments  in  business  organizations  as  exists,  and  which 
sometimes  develops  into  actual  jealousy,  between  the  various 
departments  which  carry  on  governmental  operations.  The  counter- 
part of  the  lack  of  complete  sympathy  and  understanding  between 
the  manufacturing  department  and  the  sales  department  and  between 
the  sales  department  and  the  credit  department  of  a  business  is 
found  in  the  independent  rush  for  funds  by  the  various  more  or 
less  independent  departments  of  Municipalities.  The  frequent  lack 
of  understanding  between  the  finance  and  other  departments  of 
business,  over  which  accounting  control  is  exercised,  is  duplicated 
in  government  operations,  where  the  necessity  of  financial  control 
is  perhaps  even  greater. 

The  disinclination  in  government  to  change,  which  is  particularly 
prevalent  in  the  older  states  of  the  country  which  have  traditional 
systems  closely  associated  with  "  home  rule,"  must  be  reckoned 
with,  as  it  must  be  reckoned  with  in  businesses  which  have  been 
long  established  and  perhaps  under  "  family  "  control.  The  encour- 
aging feature  of  the  matter  is  that  in  government,  as  well  as  in 
business,  improvements  once  made  are  readily  accepted,  with  wonder 
that  they  were  not  made  before. 

A  close  examination  develops  very  clearly  some  of  the  sharp 
differences  between  the  operations  of  government  and  of  business. 
In  the  operation  of  business  there  is  that  most  important  and  all 
engrossing  consideration  which  is  described  by  the  term  "  profit  and 
loss,"  all  business  activities  being  directed,  primarily  and  almost 
exclusively,  toward  the  creation  of  a  profit  and  the  avoidance  of  a 
loss.  In  government  there  is  no  such  item,  the  result  desired  being 
service,  which  cannot  be  measured  in  terms  of  profit  or  loss.  This 
is  the  outstanding  difference  between  business  and  governmental 
operations.  In  business,  there  has  been  developed  a  more  or  less 
uniform  standard  of  accounting,  auditing  and  reporting  which  is 
generally  accepted  and  followed.  In  government,  this  whole  field 
is  comparatively  new  and  is  lacking  in  accepted  procedure,  at  least 
in  procedure  which  is  generally  accepted  and  followed. 

When  it  comes  to  the  expression  of  thought  in  public  finance 
there  is  a  most  unfortunate  lack  of  common  expression  and  of 
common  language.  There  is  no  uniform  terminology.  Due  to 
differences  of  classification  of  items  between  state  and  scate  and 
even  between  local  governments  in  the  same  state,  comparisons 
may  be  made  only  after  the  most  careful  analysis  and  breakdown 
of  totals  into  their  constituent  parts  in  order  to  be  sure  that  the 
same  thing  is  meant  by  identical  terms  when  used  in  different 
places.  This  is  impossible  for  the  average  person  and  difficult 
even  for  tax  and  financial  experts  with  ample  time  and  funds  at 
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their  disposal,  and  makes  a  survey  of  a  state  much  more  laborious 
and  expensive  than  it  otherwise  would  be.  In  these  respects  an 
examination  of  government  operations  is  at  a  disadvantage  as 
compared  with  an  examination  of  business  operations. 

The  survey  of  a  state's  tax  system  might  be  said  to  involve 
two  main  considerations  —  procedure  and  distribution.  By  proce- 
dure is  meant  the  machinery  or  processes  by  which  taxes  are 
determined  and  collected,  and  their  expenditure  controlled.  This 
has  to  do  with  administration.  By  distribution  is  meant  the  pro- 
portions in  which  the  burden  of  taxation  is  borne  by  the  different 
interests  involved.  This  is  a  matter  of  policy  expressed  in  laws 
of  the  state. 

Procedure 

Upon  procedure  depends  largely  the  success  with  which  govern- 
ment is  operated.  Although  procedure  alone  will  not  produce  good 
results,  it  is  unlikely  that  tax  laws  without  proper  procedure  will, 
over  a  long  period  of  years,  hold  in  check  extravagances  and  pro- 
duce economies  in  governmental  fiscal  management.  An  efficient 
personnel  may  temporarily  produce  good  results  against  great  odds, 
but  its  efficiency  would  be  tremendously  increased  by  proper 
procedure. 

While  tlie  election  and  appointment  of  personnel  is  a  responsibility 
of  the  local  communities,  to  properly  accomplish  the  purpose  of 
government,  governmental  procedure  must  be  clearly  defined  and 
there  must  be  some  degree  of  uniformity  in  management.  This  is 
primarily  the  responsibility  of  the  state. 

Assessments. — A  large  portion  of  the  total  governmental  revenue 
in  the  state  comes  from  taxes  based  upon  the  value  of  real  and 
personal  property  and  by  far  the  greater  portion  of  the  revenues  of 
local  government  are  derived  from  such  taxes. 

In  Connecticut,  for  instance,  it  is  estimated  that  from  80%  to  90% 
of  the  revenues  of  local  governments  in  that  state  are  derived 
from  real  and  personal  property  taxes,  and  that  about  54%  of  the 
total  revenues  of  the  state  and  local  governments  and  about  62% 
of  the  total  tax  revenues  of  the  state  and  local  governments  are 
derived  from  real  property  taxes  alone.  These  latter  percentages, 
while  not  as  large  as  generally  supposed,  are  large  enough  to  con- 
stitute the  property  tax  the  major  tax  problem  of  the  state. 

It  is  apparent,  therefore,  that  with  the  local  assessment  roll  as 
the  foundation  of  local  taxation,  this  instrument  of  apportioning  the 
tax  burden  must  be  designed  so  as  to  produce,  so  far  as  statute  law 
can  produce,  an  equitable  result.  In  order  to  be  equitable,  the 
assessment  of  all  property  must  be  on  the  same  basis  and 
proportionate. 

Well  recognized  principles  of  assessment,  coupled  with  the  ex- 
perience which   is  available  as  an  historical  background,  must  be 
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used  in  developing  and  finally  stating  the  proper  technique.  Hap- 
hazard and  desultory  methods,  developed  through  expediency,  must 
give  way  to  a  logical  uniform  system  of  determining  assessment 
values.  To  accomplish  this  it  has  been  demonstrated  clearly,  by  the 
experience  of  the  states,  that  an  approximation  of  true  value  should 
be  the  goal,  coupled  with  the  greatest  publicity  as  to  the  methods 
used  in  the  determination  of  the  results. 

Property  taxation,  involving,  as  it  does,  the  determination  of 
■'  value,"  is  at  best  difficult,  although  no  better  basis  for  local 
taxation  has  as  yet  been  devised  which  has  stood  the  test  of  time. 
In  determining  '"  value "  all  well  recognized  procedures  and 
formulae  for  developing  what  a  piece  of  property  would  sell  for, 
if  offered  under  ordinary  circumstances,  should  be  allowed  and 
should  be  used. 

The  local  assessment  of  property  for  tax  purposes  should  not  be 
left  to  the  unguided  instincts  of  local  officials.  It  should  be  con- 
sidered as  a  major  procedural  tax  problem  of  the  state  and  nursed 
accordingly. 

The  Budget. — Upon  this  assessment  basis  should  be  levied,  with 
no  uncertainty,  sufficient  taxes  with  which  to  operate  government. 
In  case  of  a  failure  to  levy  sufficient  taxes  for  this  purpose  the 
cause  for  operating  on  an  unbalanced  budget  should  be  clearly  set 
forth.  The  wisdom  or  folly  of  borrowing,  and  the  giving  of  a 
hostage  to  the  future,  should  be  considered  by  all  concerned  and 
not  only  by  government  officials.  Publicity  is  the  only  way  to  bring 
this  about. 

The  determination  of  the  amount  of  the  levy,  however,  under 
such  circumstances,  is  dependent,  in  the  last  analysis,  upon  the 
demands  of  the  electorate  for  governmental  service,  and  this  demand 
is  dependent  upon  the  aggregate  demands  of  minority  groups  who 
are  insistent  upon  governmental  expenditures.  Such  demands  of 
minority  groups  are  generally  presented  more  vigorously  than  the 
opposition  voiced  by  the  community  as  a  whole,  whose  interest  is 
not  very  strongly  represented. 

For  this  reason,  the  best  budget  practice  should  be  used  for  the 
purpose  of  clearly  stating  the  demands  for  and  decisions  made  with 
reference  to  appropriations,  and  it  rests  upon  the  state  primarily 
to  see  to  it  that  proper  budget  practices  are  installed  and  used.  If 
a  state  is  unable  to  formulate  proper  rules  of  procedure  with 
reference  to  governmental  finance,  it  cannot  be  expected  that  local 
governments,  particularly  in  the  smaller  communities,  will  have 
had  the  experience,  or  in  all  of  them  the  intelligence,  to  set  up  the 
proper  budget  control  for  themselves. 

Fiscal  Control.  —  The  interest  of  the  state,  however,  does  not 
stop  there.  The  local  governments  being  merely  agencies  of  the 
state,  it  is  the  obligation  of  the  state  to  see  to  it  that  there  is  a 
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common  state  public  finance  terminology  and  an  actual  use  of 
such  terminology  by  the  local  governments  in  expressing  their  fiscal 
operations  and  the  results.  This  means  uniform  accounting.  Proper 
accounting,  auditing  and  reporting  must  go  hand  in  hand  with  a 
proper  budget  in  order  that  not  only  the  local  governments  them- 
selves, but  also  the  state  at  large,  may  be  advised  as  to  the  probable 
results  of  certain  policies,  if  adopted,  and,  as  soon  as  possible  after 
the  event,  as  to  the  actual  results  which  have  followed. 

There  should  be  no  fear  in  this  of  unwarranted  interference  by 
the  state  in  local  affairs.  These  procedural  matters  do  not  interfere 
with  local  decisions ;  they  merely  assist  in  the  development  of  the 
facts  upon  which  local  decisions  should  be  based. 

The  allotment  of  funds  in  time  periods  so  as  to  assure  expenditures 
duly  spread  over,  and  funds  available  during,  the  whole  budget 
year  is  almost  as  important  as  the  determination  by  the  budget  of 
the  aggregate  amount  to  be  expended.  The  use  of  commitment 
control  is  complementary  to  expenditure  control  and  even  more 
important  in  order  to  catch  the  obligation  at  the  source.  When  the 
obligation  is  incurred  expenditure  must  follow. 

To  accomplish  this  every  effort  should  be  made  by  statutory 
enactment  and  by  administrative  advice  on  the  part  of  the  state. 
The  retention  of  procedure  and  practice,  which  by  experience  have 
proved  to  be  inadequate  and  outgrown,  is  far  worse  than  experiment 
with  new  statutes.  The  former  is  clearly  wrong  and  the  latter  at 
least  looks  towards  improvement. 

Uiiijorjii  Fiscal  Years. — In  order  to  have  a  fiscal  procedure 
which  promises  the  governments  any  considerable  chance  of  efficient 
administration,  there  must  be  an  opportunity  for  stating  and  com- 
paring all  government  operations  for  the  same  periods,  and  the 
operations  of  similar  units  of  government  with  each  other  during 
the  same  periods.  To  accomplish  this,  and  to  determine  the  needs 
of  the  state  as  a  whole,  the  various  units  of  government  in  the  state 
must  have  the  same  time  periods  for  recording  and  reporting  the 
results  of  their  operations.  This  involves  what  is  known  as  uniform 
fiscal  years. 

In  Connecticut,  the  state's  fiscal  year  begins  on  July  1st,  the 
counties'  fiscal  years  begin  October  1st,  the  school  fiscal  year  begins 
July  1st,  and  the  fiscal  years  of  our  194  so  called  major  municipal- 
ities, our  towns,  boroughs  and  cities,  begin  scatteringly  in  every 
month  of  the  calendar  year. 

Xo  business  could  operate,  make  up  a  proper  statement,  or  give 
a  proper  report  to  its  stockholders,  if  the  fiscal  operations  of  its 
subsidiaries  were  timed  and  considered  for  different  periods.  Yet 
this  is  the  situation  which  is  allowed  to  exist  and  continue  in  certain 
states  through  the  lack  of  uniform  fiscal  years  for  all  governmental 
units.  It  is  such  a  situation  which  makes  a  state  survey,  in  many 
cases,  so  difficult. 
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Tax  Due  Dates. — Not  only  must  the  operations  of  dififerent 
governmental  units  be  considered  as  a  whole  in  order  to  get  a 
true  picture  of  a  state's  operations,  but  the  operations  within  each 
unit  must  be  so  timed  and  regulated  as  to  produce  the  desired  and 
necessarj^  results  at  the  desired  and  necessary  times. 

It  is  dangerous  to  allow  a  government  on  a  large  scale  to  incur 
obligations  and  to  make  disbursements  for  which  funds  have  not  yet 
been  provided.  The  lack  of  synchronization  of  the  tax  due  dates 
with  the  beginning  of  the  fiscal  years  is  responsible  not  only  for 
unwarranted  interest  costs,  but  also  encourages  an  illogical  and 
dangerous  approach  on  the  part  of  the  public  to  the  question  of  its 
needs  and  the  consideration  of  the  relative  importance  of  what  is 
necessary  in  the  operations  of  government  and  the  inevitable  cost 
of  meeting  such  operations. 

In  Connecticut  the  average  lapse  of  time  in  local  governments 
between  the  determination  of  appropriations  and  the  tax  due  is 
over  six  months  and  in  five  municipalities  eleven  or  twelve  months. 
During  that  time  no  current  taxes  are  collected  with  which  to  meet 
expenditures.  This  has  inevitably  caused  the  costly  and  demoraliz- 
ing habit  of  local  borrowing  in  anticipation  of  the  collection  of  taxes. 
This  so-called  "  temporary  borrowing  "  develops  very  soon  into  a 
funded  and  permanent  debt. 

One  difference  between  government  and  business  operations  with 
reference  to  financing  is  the  absolute  necessity  of  a  business  limiting 
its  operations  to  funds  which  it  can  procure  from  the  public  in  the 
sale  of  its  product.  In  the  case  of  government  there  apparently 
has  been  thought  to  be  no  limit  to  the  price  which  may  be  charged 
for  governmental  service  by  way  of  taxation,  and  the  tradition 
of  lending  to  municipalities  has  been  in  the  past  so  strong  that 
there  has  seemed  to  be  an  almost  inexhaustible  reservoir  of  credit 
upon  which  municipalities  could  extend  their  operations.  This  has 
led  local  governments  to  regard  borrowing  as  a  normal  and  usual 
expedient,  and,  in  many  cases,  to  an  utter  disregard  for  the  prudent 
habit  of  considering  probable  income  when  estimating  future 
expenditures. 

To  have  any  chance  of  promoting  ordinary  common  sense  in 
the  management  of  government  affairs,  the  cost  of  an  article  must 
be  considered  at  the  time  of  its  purchase— not  after  the  obligation 
has  been  incurred  and  after  the  article  has  been  partially  or  wholly 
consumed  and  used  up. 

The  state  should  provide  that  all  government  fiscal  years  are 
uniform  and  that  taxes  begin  to  flow  in  at  the  beginning  of  the 
fiscal  year. 

Debt. — This  brings  us  to  the  consideration  of  governmental  debt. 

If  debt  were  a  necessary  accompaniment  to  our  present  economic 
and  political  institutions  it  would  be  heresy  to  suggest  the  contrary. 
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But  even  if  this  were  so  it  may  be  said  that  the  fact  that  there  is 
sin  and  temptation  in  the  world  has  not  generally  been  considered  as 
denying-  the  possibility  of  salvation.  The  accumulation  of  debt  has 
been  the  pastime  of  many  individuals  and  many  communities.  This 
would  seem  to  be  one  of  the  chief  causes  of  the  present  unpleasant- 
ness. Those  who  have  over-indulged  are  being  carried  by  those 
who  have  been  more  provident. 

The  regulation  and  limitation  of  the  borrowing  capacity  of  local 
governments  is  one  of  the  most  delicate  and  difficult  of  a  state's 
functions.  What  a  sovereign  state  may  do  is  not  subject  to  control. 
It  can  only  be  hoped  that  unlimited  power  will  be  accompanied  by 
an  added  sense  of  responsibility.  In  Connecticut,  the  funded  debt 
of  the  state  of  about  $13,000,000,  all  falling  due  within  a  few  years, 
is  more  than  covered  by  sinking  fund  assets.  In  Connecticut  our 
aggregate  county  debt  is  about  $3,000,000,  of  which  about  one-half 
is  due  to  the  erection  of  a  county  building  in  our  capital  city.  Our 
local  government  debt  is  a  very  different  thing  and  now  amounts 
to  about  $149,000,000,  as  compared  with  $73,000,000  in  1920  and 
is  now  more  than  one  and  a  half  times  the  aggregate  annual  revenue 
receipts  of  267  tax  districts  of  which  194  constitute  our  towns, 
boroughs  and  cities. 

What  is  the  proper  limit  to  municipal  debt?  Who  can  say  it  is 
5%  or  10%  or  some  other  purely  arbitrary  percentage  of  a  generally 
admitted  and  often  designedly  incorrect  determination  of  that  most 
elusive  thing  called  "  value."  Subject  to  the  ordinary  ups  and 
downs  of  everyday  life,  the  assessment  roll  is  put  up  and  down  at 
will.  The  increase  or  decrease  of  an  assessment  roll  to  meet  the 
temporary  needs  or  fancies  of  a  community  on  debt  limitation  does 
not  increase  the  reputation  of  this  public  finance  device.  As  at 
present  determined  in  most  communities  it  should  not  be  depended 
upon  more  than  is  absolutely  necessary  in  measuring  the  financial 
responsibility  of  one  community  as  compared  with  another  or  of 
one  community  with  respect  to  its  prospective  creditors. 

The  assessment  base  when  used  to  limit  debt  of  more  than  one 
tax  district,  as  it  is  in  some  states,  loses  largely  its  limiting  capacity. 
This  is  known  as  overlapping  debt  districts.  The  chief  limitation, 
if  any,  in  such  a  case  is  the  number  of  tax  districts  which  can  be 
based  on  one  and  the  same  assessment  roll  rather  than  the  amount 
of  the  roll  itself. 

Some  other  approach  to  this  difficult  and  pressing  problem  should 
be  found;  a  method  of  really  reducing  the  amount  of  government 
credit  to  be  sought  and  a  more  logical  limitation  to  the  credit  when 
sought.  An  approach  from  an  opposite  direction  to  that  now  used 
might  be  consistent  with  the  needs  of  the  situation. 

An  increase  in  the  levy  might  be  compelled,  so  causing  a  greater 
proportion  of  so-called  capital  improvements  and  emergency  needs 
to  be  financed  out  of  current  funds,  and  so  at  the  same  time  reducing 
borrowing  and  discouraging  unnecessary  expenditures. 
15 
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Further,  the  limitation  of  borrowing  might  be  based  on  capacity 
to  pay,  evidenced  by  taxes  actually  collected,  a  fact  easily  de- 
termined; this  rather  than  an  arbitrary  and  often  political  local 
appraisement  of  capital  value  which  in  no  practical  way  can  be 
reduced  to  cash  realization  and  which  often  bears  little  relationship 
to  actual  wealth.  An  assessment  roll,  placed  high  to  get  state  aid 
and  low  to  avoid  state  taxes  based  upon  it,  as  the  financial  needs 
of  the  community  may  dictate,  cannot  be  a  satisfactory  basis  for 
credit.  Fortunately  Connecticut  discarded  this  use  of  the  assessment 
roll  some  years  ago  and  based  state  aid  and  state  taxes  upon  the 
tax  collections  of  the  local  governments.  The  plan  to  base  credit, 
and  so  limitation  of  debt,  upon  tax  receipts  would  be  only  an 
extension  to  even  greater  usefulness  of  an  already  proved  device. 
A  debt  limitation  based  upon  tax  receipts  of  a  district,  each  district 
so  having  its  own  base,  would  also  do  away  with  overlapping  debt 
districts  where  one  base  serves  for  several  districts. 

The  avoidance  of  debt,  however,  is  the  best  way  to  limit  it.  The 
idea  that  government  debt,  under  all  circumstances,  is  necessary 
and  normal  should  be  combated  by  the  state  and  should  be  combated 
in  no  uncertain  terms,  and  by  example  as  well  as  by  precept.  The 
fact  that  often  20%  and  sometimes  307©  of  the  local  tax  burden  is 
due  to  what  is  fast  becoming  a  permanent  debt  service  should  cause 
the  states  to  pause  and  consider  what  steps  should  be  and  can  be 
taken  to  meet  this  common  enemy  to  the  sane  and  safe  living  of 
communities  as  well  as  of  individuals. 

Tax  Collection. — And  finally  in  procedural  matters,  the  collection 
of  taxes !  No  remedy  has  been  discovered  for  uncollected  taxes 
other  than  tax  collection.  There  are  many  devious  and  easy  ways 
to  avoid  the  collection  of  taxes.  The  procedure  to  provide  for  tax 
collection  needs,  in  many  states,  no  elaboration  and  no  amendment. 
The  philosophy  that  the  public  necessities  of  the  State  must  give 
way  to  the  private  necessities  of  individuals  cannot  be  accom- 
modated to  the  successful  operation  of  a  democracy  any  more  than 
to  other  forms  of  government.  Any  amelioration  of  the  supposed 
hardship  of  tax  collection  systems  must  be  based  upon  grounds  of 
broad  policy.  An  uneconomic  administration  of  tax  laws  is  often 
merely  an  invitation  to  live  be3'ond  one's  means  and  a  positive 
injury  to  the  very  persons  it  is  sought  to  assist.  Proper  tax  collec- 
tion does  not  mean  and  involve  harsh  and  inhuman  tax  collection. 
It  may  mean  laws  which  provide  for  the  exceptional  cases,  but  in 
such  cases  the  laws  must  be  enforced  so  that  the  rights  of  the 
taxpayer  are  preferred  and  protected  as  against  those  who  do  not 
Mut  who  can  pay  their  taxes. 

Proper  assessment,  budgeting,  accounting,  auditing,  reporting, 
limitation  of  debt  and  tax  collection  are  the  chief  factors  in  tax 
procedure,  and  the  first  responsibility  for  all  these  is  with  the  state. 
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Distribution 

In  determining  the  distribution  of  the  tax  burden,  consideration 
must  be  given  chietiy  to  two  factors — the  base  or  bases  upon  which 
taxes  are  to  be  laid  and  the  rate  of  taxation. 

Base-Property. — In  most  states  there  is  a  traditional  and  present 
practice  of  obtaining  a  large  portion  of  state  or  local  revenue 
directly  or  indirectly  from  so-called  property  taxes.  This  means  a 
property  tax  base.  The  relationship  of  the  property  tax  base  to 
other  bases  of  taxation  has  not  been  generally  predetermined,  but 
has  been  the  result  of  spasmodic  growth,  guided  by  no  definite 
control  and  developed  upon  no  fixed  principle.  If  the  expenses  of 
local  government  constitute  the  greatest  portion  of  the  governmental 
expense  of  a  state,  and  if  property  taxes  constitute  the  greatest 
portion  of  local  tax  revenue,  then  it  is  inevitable  that  taxes  based 
directly  upon  property,  will  constitute  the  greatest  portion  of  the 
tax  burden  of  the  state. 

Intangible  property  has  not  been  found  very  satisfactory  as  a  base. 
It  is  too  easily  hidden  and  too  difficult  to  discover.  Those  who  can 
least  afford  to  pay  the  tax  are  generally  those  who  have  the  least 
skill  to  avoid  it.  Neither  equity  nor  volume  of  taxes  have  generally 
resulted  from  the  use  of  this  base. 

Personal  tangible  property  is  more  satisfactory  as  a  base  but  the 
taxation  of  personal  tangible  property  not  used  in  business  presents 
greater  difficulties  than  in  the  case  of  personal  tangible  property 
used  in  business. 

Real  property  generally  contributes  by  far  the  greater  part  of  the 
property  tax  base.  The  difficulty  of  avoiding  real  property  taxes 
is  the  reason  both  for  their  popularity  from  the  standpoint  of 
government  and  for  the  desire  for  a  change  on  the  part  of  some 
taxpayers. 

State  Aid. — In  this  connection  it  might  be  said  that  the  burden 
of  taxation,  particularly  on  real  property,  is  often  sought  to  be 
lightened  by  what  is  known  as  state  aid,  derived  from  taxes  which 
are  laid  upon  other  bases.  This  attempt,  however,  to  change  the 
initial  burden  of  taxation  by  largely  subsidizing  one  governmental 
unit  out  of  taxes  collected  by  another  governmental  unit,  is  dis- 
astrous to  governmental  responsibility  and  efficiency.  State  Aid  has 
not  gone  to  the  length  in  Connecticut  that  it  has  in  many  states. 

It  is  easily  understandable  how,  in  one  governmental  unit,  the 
development  of  a  demand  for  certain  governmental  services  might 
outstrip  the  resources  with  which  to  meet  such  demand.  To  continue 
under  those  circumstances  the  responsibility  of  furnishing  a  service 
which  cannot  be  afforded,  and  for  which  funds  cannot  be  raised 
by  the  spender,  is  to  invite  all  the  evil  results  which  go  with  living 
beyond  one's  means.     To  have  needs  which  cannot  be  supplied  may 
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be  unfortunate,  but  to  have  needs  which  are  supplied  by  others 
creates  a  situation  which  cannot  be  otherwise  than  dependent,  with 
all  that  goes  with  dependency.  Subsidy  received  by  one  government 
from  another  is  wholly  incompatible  with  the  fundamental  idea  of 
home  rule. 

^lention  might  also  be  made  of  the  human  tendency  to  be  extrav- 
agant in  demands  and  to  place  no  limits  upon  desires  when  someone 
else  is  to  foot  the  bills. 

In  considering  the  base,  therefore,  as  a  method  of  distribution 
of  the  burden  of  taxation,  the  distribution  of  responsibility  for  the 
functions  of  government  must  also  be  considered.  It  is  quite  logical 
that  the  haphazard  development  of  demands  for  increasing  ami 
different  kinds  of  governmental  service  may  produce  eventually  the 
need  for  a  survey  and  a  reallocation  of  the  responsibility  for  govern- 
mental service.  This  may  be  necessary  in  order  to  eftect  a  redis- 
tribution of  the  first  incidence  of  the  tax  burden.  State  aid  may 
be  used  as  a  temporary  expedient  in  order  to  apportion  the  tax 
burden,  but  the  continued  use  of  this  device  and  the  development 
of  it  are  likely  to  bring  evils  much  greater  than  any  which  pre- 
viously existed. 

Other  Bases. — The  other  bases  used  in  order  to  distribute  the 
burden  of  taxation  may  be  found  generally  in  the  various  forms  of 
corporation  franchise  or  excise  taxes ;  corporation  and  individual 
income  taxes ;  unincorporated  business  taxes ;  estate  and  inheritance 
taxes ;  consumption  or  sales  taxes,  whether  gross  or  retail ;  motor 
vehicle  taxes,  whether  in  the  nature  of  license  or  registration  fees, 
and  so-called  beverage-alcoholic  or  liquor  taxes. 

The  choice  of  these  various  bases  upon  which  to  lay  taxes  to 
finance  government,  will  depend  upon  the  circumstances  existing 
in  each  state  and  the  needs  of  each  state  for  additional  revenue. 
In  the  eastern  states,  where  industry,  banking  and  business  pre- 
dominate, the  tax  base  must  be  apportioned  accordingly.  In  states 
where  agriculture  is  the  chief  activity,  that  fact  must  be  considered. 

The  capital  and  income  of  the  state  as  a  whole  is,  of  course,  the 
predominating  factor  in  determining  the  capacity  to  pay  taxes,  but 
the  distribution  of  the  tax  burden,  whatever  it  may  be,  is  a  question 
of  choice  of  the  tax  base.  Taken  by  and  large,  governmental 
expenditures  follow  demands  for  governmental  service,  and  such 
demands  correspond  in  volume  more  or  less  with  the  corresponding 
accumulation  of  wealth.  The  special  nature  of  the  investment  of 
this  wealth  will  determine  generally  the  sources  of  taxation,  and 
this  will  differ  in  the  different  states. 

The  chief  general  bases  of  taxation  are  rather  limited  in  number ; 
capital  and  value,  as  illustrated  by  property  taxes;  income,  whether 
earnings,  dividends  or  interest,  gross  or  net ;  the  right  to  do  business 
or  operate,  reached  through  franchise  or  excise  taxes  and  license 
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or  other  fees.  The  base  or  bases  used  will  dopeiul  upon  the  cultural 
conditions  and  historical  development  of  the  tax  tlieoryof  the  state. 
Future  legislation  should  rest  upon  such  conditions  and  theories 
with  not  too  great  a  change  at  any  one  time  if  injustice  is  to  be 
avoided.  The  quest  for  new  sources  of  revenue  rather  than  for 
new  sources  of  economy  is  stimulated  by  the  constantly  increasing 
demands  for  governmental  service.  Even  the  return  to  what  we 
once  regarded  as  out  of  date  and  outgrown  methods  is  being  recom- 
mended, as  illustrated  by  the  suggestion  that  we  should  have  state 
or  city  lotteries.  It  is  impossible  to  foretell  what  changes  new 
methods  and  demands  will  make  upon  customs  and  morals. 

In  all  states  there  must  be  business  activity  of  some  kind,  capital 
of  some  kind,  income  of  some  kind,  consumption  of  some  kind,  with 
the  inevitable  opportunity  for  the  laying  of  death  taxes.  The  rela- 
tionship between  the  taxes  laid  upon  these  bases  will  depend  on  the 
political  organization  of  the  state  and  its  subdivisions,  its  mode  of 
living  and  its  habits  of  thought.  It  is  one  of  the  advantages  of  our 
federal  form  of  government  that  the  amount  and  character  of  taxa- 
tion may  be  largely  determined  locally,  by  the  states,  and  adapted 
to  local  conditions. 

Rate 

As  a  part  of  the  distributive  machinery  of  the  burden  of  taxation 
there  is  also  the  rate.  Standing  alone  the  base,  of  course,  does  not 
determine  the  burden  of  taxation  to  be  borne  by  any  particular 
class  of  property  or  activity  or  by  any  group.  To  make  the  Base 
effective  a  rate  must  be  applied.  A  uniform  rate  applied  to  the 
same  character  of  thing,  such  as  property  in  the  one  case,  or  income 
in  the  other,  might  produce  equitable  results,  but  the  application 
of  the  same  rate  to  different  bases  would,  of  course,  be  without 
reason  and  could  not  fail  to  produce  inequitable  results.  The  same 
rate  might  be  applied  to  the  assessed  value  of  real  property  and 
personal  property,  and  equitably  so,  provided  both  kinds  of  property 
are  assessed  in  the  same  percentage  of  assessed  to  real  value,  and 
provided  both  are  equally  liquid  and  equally  productive.  But  if 
real  property  should  be  assessed  upon  a  257o  basis  and  personal 
property  upon  a  100%  basis,  it  is  obvious  that  the  same  rate,  if 
applied  to  both  kinds  of  property,  would  produce  inequitable  results, 
if  value  is  the  sole  criterion.  It  is  obvious  that  the  rate  must  be 
adapted  to  the  character  of  the  tax  and  must  be  considered  in  con- 
nection with  the  base  upon  which  the  rate  is  laid. 

A  variation  in  rate  is  another  means  by  which  the  tax  burden 
is  distributed  as  may  be  considered  equitable  between  the  various 
kinds  of  property. 

Once  a  proper  base  or  proper  bases  have  been  established,  the 
rate  is  a  useful  device  to  easily  and  equitably  provide  increased 
tax  revenues,  made  necessary  by  demands  for  increased  service, 
without  disturbing  the  base. 
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The  distribution  of  the  burden  of  taxation  in  a  state  is  almost 
purely  a  state  function.  The  base  or  bases  of  taxation  are  deter- 
mined by  state  laws.  It  is  only  the  amoimt  of  the  local  base  which 
is  left  to  the  discretion  of  the  olcal  government. 

General  Resiarks 

A  state  survey,  which  involves  a  proper  examination  of  the 
distribution  of  the  tax  burden,  embraces  a  tremendous  field  which 
can  be  carried  to  almost  any  length.  The  present  tax  system  of 
any  state  is  likely  to  depend  upon  rather  haphazard  selection  of 
methods  of  taxation  and  the  development  of  such  methods  as  have 
been  adopted  is  apt  to  depend  upon  what  at  various  times  seemed 
to  different  state  legislatures  to  be  expedient. 

To  undo  or  measurably  change  the  methods  already  adopted 
might  perhaps  be  advisable,  but  practically  impossible,  and  even 
if  wise  and  practical,  might  produce  most  unfair  results  because  of 
the  adaptation  of  taxpayers  to  the  conditions  which  had  been  im- 
posed by  the  state.  The  gradual  prior  capitalization  of  real  prop- 
erty taxes  is  a  case  in  point.  To  suddenly  and  indiscriminately 
shift  the  burden  of  taxes  from  real  property  to  some  other  base 
perhaps  would  benefit  present  owners,  but  would  penalize  those 
who  had  previously  sold  and  invested  the  proceeds  in  other  forms 
of  property  which  would  be  called  upon  to  take  up  the  burden  of 
taxation  so  shifted.  There  would  be  a  double  loss  to  the  seller  and 
a  double  gain  to  the  recent  buyer  who  bought  at  a  lower  price 
because  the  real  property  carried  the  burden  of  taxes  and  could 
sell  at  a  large  profit  because  the  long  continued  tax  burden  has  been 
suddenly  lifted.  This  illustrates  the  difliculty  of  meeting  a  popular 
demand  in  an  equitable  manner. 

Another  fundamental  problem  in  connection  with  the  distribution 
of  the  burden  of  taxation  is  the  eternal  question  as  to  capacity  to 
pay,  and  to  what  extent  the  burden  should  be  increased  or  decreased 
with  reference  to  the  capacity  to  pay.  This  involves  the  extent  to 
which  a  state  should  depend  upon  death  duties  and  income  taxes  on 
the  one  side,  graduated  in  amount  in  accordance  with  the  ability 
to  pay,  which  are  termed  progressive  taxes ;  and  upon  consumption 
or  sale  taxes  on  the  other  side,  which  have  less  reference  to  the 
ability  to  pay  and  are  termed  regressive  taxes.  The  needs  of  the 
state  and  the  character  of  the  times  will,  without  doubt,  play  a  large 
part  in  the  determination  of  these  fundamental  questions. 

In  the  last  analysis  the  choice  of  the  base  and  of  the  rate  will 
probably  depend  upon  the  character  of  the  business  transacted  in 
the  state,  competitive  conditions,  as  compared  with  other  states, 
and  the  cost  and  disadvantages  of  moving  in  case  the  burden  of 
taxation  should  be  much  greater  in  one  state  than  in  another. 
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Conclusion 

The  survey  of  a  state  tax  system  may  be  as  broad  or  as  nar- 
row as  may  be  desired.  It  may  embrace  merely  one  single  phase 
of  a  tax  system,  or  it  may  embrace  the  whole  tax  system  and 
the  relationship  of  each  part  to  all  the  others.  A  special  survey  is, 
without  doubt,  sometimes  not  only  advisable  but  necessary,  in  order 
to  consider  and  determine  some  one  feature  of  the  tax  system  of  a 
state.  But  apart  from  such  special  surveys  as  may  be  made,  a 
general  survey,  which  takes  in  all  of  a  tax  system  is  of  the  greater 
importance  and  should  be  made  periodically  or  even  continuously. 
A  general  state  tax  survey  serves  not  only  as  a  basis  for  present 
legislation  but  also  for  discussion  which  may  ripen  into  future 
legislation.  Such  a  survey  should  be  made  without  waiting  for 
the  insistent  demand  of  necessity,  which  often  creates  an  atmosphere 
in  which  the  best  results  cannot  be  obtained. 

It  is  seldom  in  government,  however,  as  it  is  also  seldom  in 
business,  that  reappraisals  of  methods  and  practices  are  made  when 
business  is  booming  and  funds  are  plentiful.  It  generally  takes 
adversity  or  hard  times  to  produce  a  frame  of  mind  which  will 
even  consider  a  change  in  habits  or  customs;  and  it  might  be  said 
that  one  of  the  most  valuable  by-products  of  distress  is  the  forced 
correction  of  evils  and  the  erection  of  a  foundation  upon  which 
improved  conditions  may  be  based. 

It  is  wonderful  how  much  abuse  the  human  body  will  stand  and 
still  function.  From  the  time  when  the  first  slap  is  given  to  start 
respiratory  organs  until  the  last  breath  leaves  the  body,  the  valves 
keep  operating.  Seldom  laid  up  for  repairs  before  repairs  become 
an  absolute  necessity,  all  the  rules  and  regulations  of  furnishing 
food,  oil  and  water,  and  the  elimination  of  waste  disregarded,  the 
human  machine  keeps  going  for  a  long  time,  even  under  adverse 
conditions. 

The  body  politic  is  much  the  same,  except  its  life  usually  has  a 
longer  span — so  nmch  longer  than  the  human  body  that  the  human 
being  forgets  that  the  state  is  human  also  and  is  apt  to  disregard 
signs  of  distress  and  disintegration. 

The  life  extension  examinations  of  the  human  body  should  be 
and  are  beginning  to  be  extended  to  the  body  politic,  and  such 
examinations  are  called  "  surveys."  Such  examinations  from  time 
to  time  would  seem  not  only  desirable  but  necessary,  although  the 
difficulty  of  making  human  beings  change  their  habits,  however 
bad,  is  duplicated  and  emphasized  in  the  case  of  the  body  politic. 
Everyone  is  foolish  in  this  respect  except  of  course  one's  own  self, 
one's  own  community  and  one's  own  state.  The  rules  which 
inexorably  govern  others  are  supposed  not  to  apply  to  ourselves 
until  the  count  is  called  and  then  sometimes  it  is  too  late. 


232  NATIONAL  TAX  ASSOCIATION 

Chairman  A.  E.  Holcomb:  I  am  sure  we  all  appreciate  Mr. 
Baldwin's  kindness  in  coining  here  and  talking  in  this  delightful 
way  on  this  subject.  It  opens  up  avenues  of  thought  to  all  of  us, 
I  am  sure.  Now,  this  is  perhaps  a  subject  that  is  not  connected 
with  the  other  two,  and,  therefore,  there  ought  to  be  a  limited  time 
given  for  whatever  you  want  to  take  up  in  discussion  of  this 
particular  subject. 

Ray  L.  Riley  (California)  :  I  would  like  to  disagree  with  some 
of  the  observations  that  the  previous  speaker  made  with  reference 
to  home  rule.  We  have  come  to  the  conclusion  in  our  state  that 
public  service  should  be  examined  upon  the  basis  of  the  particular 
agency  of  government  best  fitted  to  perform  the  service.  That  is 
to  say,  if  education  is  a  proper  state  function,  the  state  should  take 
it  over ;  if  the  hospitalization  of  indigents  is  a  proper  state  function, 
the  state  should  take  it  over.  You  will  make  no  progress  in  the 
matter  of  coordinating  government  in  any  state  if  you  abide  entirely 
by  home  rule.  You  must  examine  the  type  of  function  that  is 
delegated  to  the  locality  to  see  if  they  are  in  a  position  to  properh' 
perform  that  function.  There  is  no  sense  in  keeping  a  tremendous 
number  of  governmental  units  operating  for  the  specific  purpose 
of  home  rule,  unless  you  want  to  spend  money  on  it.  We  are  getting 
around  to  the  viewpoint  that  we  are  going  to  examine  everything 
in  our  state  from  the  bottom  upward  to  determine,  first,  the  agency 
best  fitted  to  perform  the  service,  and,  second,  lodge  it  there  and 
proceed  to  finance  it  on  that  basis. 

Chairman  A.  E.  Holcomb  :  Anybody  else  have  any  remarks 
on  that  subject,  or  on  any  other  phase  of  Mr.  Baldwin's  talk? 

Charles  J.  Tobin  (Xew  York)  :  I  would  like  to  ask  Mr. 
Baldwin  a  question  as  to  what  the  commission  found  as  far  as 
they  proceeded,  as  to  what  service  is  rendered  to  business,  as  such, 
by  the  state,  and  what  service  is  rendered  by  the  localities  in  which 
business  is  located. 

Roger  Sherman  Baldwin  (Connecticut)  :  I  am  in  rather  an  em- 
barrassing position  here.  I  am  asked  to  talk  on  the  survey  and  then 
I  am  also  obliged  to  refrain  from  saying  anything  which  would 
indicate  the  lines  along  which  our  report  will  go,  which  will  be 
in  the  hands  of  the  governor  in  about  two  weeks. 

Charles  J.  Tobin  (Xew  York)  :  I  withdraw  my  (juestion  if 
that  is  the  case. 

Roger  Sherman  Baldwin:  I  would  like,  however,  to  concur 
with  the  theoretical  point  of  view  which  the  speaker  on  my  left 
here  has  expressed.  Home  rule  is  a  very  strong  factor  in  the  state 
of  Connecticut.  A  state  survey  must  be  placed  on  practical  grounds, 
and  what  we  would  like  tn  do  is  not  altogether  the  thing,  sometimes. 
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that  we  must  do,  from  the  broad  general  policy.  It  would  be 
impossible  in  the  state  of  Connecticut  to  formulate  a  policy,  to 
have  any  chance  of  success  at  all  before  the  legislature,  which  did 
not  take  into  account  that  thing  which  we  call  home  rule. 

George  VV.  Hull  (Connecticut)  :  1  slightly  disagree  with  Mr. 
Baldwin  about  home  rule  in  Connecticut,  and  the  sentiment  with 
respect  to  it.  If  we  get  down  to  bed  rock,  I  think  the  chief  fault 
with  Mr.  Baldwin's  commission  is  that  any  sweeping  attempt  to 
do  away  with  political  jobs  and  political  units  will  meet  grave 
jbstacles.  I  think  that  is  the  real  reason  for  the  concern  being 
evinced  by  the  taxpayers'  federation.  I  think  the  sentiment  for 
home  rule  is  vastly  over  rated;  but,  no  doubt,  tremendous  opposi- 
tion would  come  from  any  attempt  to  do  away  with  political  jobs 
and  abolishing  political  units. 

Philip  Zoercher  (Indiana)  :  You  have  a  supreme  court  in 
Connecticut  ? 

Chairman  A.  E.  Holcomb  :     Supreme  court  of  errors,  isn't  it  ? 

Roger  Shermax  Baldwin  :    That  is  right. 

Philip  Zoercher:  You  do  not  have  home  rule  then  in  your 
legal  matters,  do  you  ?  Why  shouldn't  there  be  just  the  same  right 
to  appeal  anything  in  reference  to  the  expenditure  of  money,  to 
come  from  tax  levies  based  on  the  valuation  of  property,  to  an 
impartial  board  that  has  the  interest  of  all  the  taxpayers  in  the 
state  at  heart?  A  body  for  that  purpose  could  not  be  any  better 
body  than  our  state  board  of  tax  commissioners.  And,  that  does 
not  go  against  the  theory  of  home  rule,  as  I  look  at  it.  It  gives 
greater  home  rule  to  the  taxpayers  if  they  have  a  right  to  appeal 
their  questions  to  an  impartial  body.  I  don't  know  how  you  do 
it  in  Connecticut,  but  sometimes  men  when  they  are  running  for 
office  make  all  kinds  of  promises,  and  after  they  are  in  office  why 
they  forget  all  promises  they  made,  and  then  they  want  to  spend 
just  as  much  money  as  they  can.  I  don't  think  it  takes  away  any- 
thing from  home  rule  if  you  can  appeal  to  an  impartial  body  that 
has  the  interest  of  all  the  taxpayers  at  licart. 

Roger  Sherman  Baldwin  :  I  find  myself  pretty  much  in  agree- 
ment with  all  the  speakers  when  they  speak  theoretically.  I  do 
believe  that  this  is  an  opportunity  for  a  state  tax  commission  at 
this  time  to  try  to  instigate  principles  which  will  assist  in  bringing 
the  procedure,  particularly  of  a  whole  state,  where  it  should  be,  but 
I  do  believe  that  there  does  rest  upon  the  state  a  tremendous 
responsibility,  which,  very  likely,  a  great  many  of  the  states  have 
not  yet  assumed,  of  seeing  to  it  that  at  least  the  procedure  of  the 
state  is  proper;  and  it  is  along  those  lines,  I  believe,  that  a  state 
tax  commission  in  any  state  migiit  do  a  tremendous  job. 
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Chairman  A.  E.  Holcomb:  Let  us  have  some  more.  If  there 
is  nothing  more  at  this  moment,  let  us  have  the  World  Series  score. 
Where  is  the  secretary? 

We  now  come  to  a  topic  that  seems  to  have  been  anticipated  this 
morning  by  some  of  the  speakers.  It  should  be  interesting  to  the 
gentlemen  who  were  talking  today  about  a  look-in  by  the  taxpayer. 
That  reminds  me  to  suggest  that  possibly  the  paper  which  will  now 
be  delivered  ought  to  be  checked  up  by  someone  else  other  than 
myself.  I  cannot  think  of  anybody  better  than  ]\Ir.  Oliver.  I 
wonder  if  he  would  not  come  up  here  and  help  me  check  up  on 
this  paper.  Will  vou  be  kind  enough  to  preside  or  help  preside, 
IVIr.  Oliver  ? 

Among  the  many  members  of  the  National  Tax  Association  who 
have  done  faithful  work,  I  look  back  with  great  pleasure  to  the 
records  of  one  who  is  now  going  to  address  you  who  has  not 
heretofore  appeared  on  our  program.  Mr.  Wakefield  has  been  a 
faithful  attendant  at  all  the  conferences  that  I  can  think  of,  and 
I  know  that  you  will  be  interested  in  what  he  has  to  say  on  the 
general  subject  of  business  taxes,  and  I  am  now  going  to  ask  Mr. 
J.  W.  Oliver,  of  the  Linen  Thread  Company,  to  hold  the  watch, 
with  the  help  of  Friend  Zoercher. 

J.  W.  Oliver,  presiding. 

Edwin  E.  Wakefield  (Massachusetts)  :  Mr.  Chairman,  and 
Ladies  and  Gentlemen  of  the  conference,  there  are  some  of  us  who 
have  come  very  regularl)'  to  these  meetings  for  a  good  while,  and 
who  have  played  steadily  the  role  of  listeners,  and  we  hope  that  you 
may  all  believe  that  the  reason  why  we  keep  still  is  not  because  we 
are  dumb  and  cannot  talk,  but  rather  that  we  feel  that  the  ends  for 
which  we  come  here  may  be  better  served  if  we  keep  our  ears  and 
our  minds  wide  open,  but  keep  our  mouths  mostly  shut,  except  once 
in  a  great  while  when  we  have  to  open  them  to  yawn.  Of  course 
we  realize  that  if  everybody  followed  this  plan,  we  should  have  sort 
of  a  Quaker  meeting,  the  silence  of  which  would  not  be  informative. 
However,  in  the  fifteen  years  I  have  been  coming  to  these  con- 
ferences, I  have  never  observed  any  alarming  tendency  in  that 
direction  of  silence,  so  I  feel  that  some  of  us  can  safely  continue 
to  be  listeners  while  we  come  to  these  meetings,  which  we  value 
so  highly,  and  from  which  we  get  so  much  of  inspiration  and  useful 
information. 

The  subject  that  appears  on  the  program  as  mine  is  much  larger, 
as  indicated  by  the  title,  than  the  scope  of  what  I  have  covered  in 
my  paper.  I  will  therefore  proceed  to  read  my  paper  with  the 
expectation  that  within  the  time  allotted  me  I  shall  be  able  to 
lapse  again  into  my  customary  silence. 
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BUSINESS  TAXES 

EDWIN  E.  WAKEFIELD 

The  report  of  the  committee  on  a  model  system  of  state  and  local 
taxation  properly,  and  indeed  necessarily,  deals  with  the  general 
principles  of  a  rounded  system  of  taxation  for  a  state.  It  is  not 
intended  to  cover  merely  an  ideal  of  a  system  nor  to  be  a  profes- 
sorial plan  of  perfection. 

It  is  intended  to  be  a  very  practical  working  document  for  use 
in  framing  legislation.  When  it  comes  to  this  use  of  the  report 
it  is  necessary  to  consider  the  many  specific  problems  involved  in 
the  system  suggested  by  the  committe,  but  not  discussed  in  its 
report.  Therefore,  I  wish  to  deal  with  some  questions  of  detail 
to  be  covered  in  such  legislation.  The  practical  working  of  any 
tax  law  depends  on  three  things — on  the  soundness  of  the  general 
scheme  of  the  law,  on  the  careful  working  out  of  details,  and  on 
the  administration  of  the  law  when  it  goes  into  effect. 

The  first  matter  to  be  considered  is  the  treatment  of  local  sub- 
sidiary corporations.  As  long  as  we  have  forty-eight  sovereign 
states  with  varying  laws  and  we  have  businesses  carried  on  by 
the  same  groups  of  companies  in  from  two  to  all  of  the  forty-eight 
states,  the  territories  and  the  possessions  of  the  United  States,  it 
will  be  necessary  for  the  operators  of  such  groups  to  consider  the 
form  in  which  they  will  do  business  in  the  various  jurisdictions. 
.\  very  common  way  in  the  past,  and  at  present,  is  by  use  of  the 
local  subsidiary  corporation,  usually  organized  under  the  law  of 
the  jurisdiction  in  which  the  local  business  is  to  be  done.  The 
change  in  the  federal  law  by  the  Revenue  Act  of  1934  abolishing 
consolidated  federal  income  tax  returns  will  have  a  tendency  to 
reduce  the  number  of  subsidiary  corporations  used  for  doing  busi- 
ness in  the  different  states.  However,  for  reasons  other  than  those 
of  taxation,  and  for  reasons  in  connection  with  taxation  by  the 
states,  it  is  likely  that  there  will  continue  to  be  large  numbers  of 
relatively  small  local  subsidiary  corporations  owned  and  operated 
by  parent  or  holding  companies.  The  fact  must  not  be  lost  sight 
of  that  there  are  various  reasons  why  it  is  often  desirable  to  have 
a  separate  local  corporation,  entirely  apart  from  taxes.  It  is  easier, 
in  many  cases,  to  segregate  the  operations  of  the  local  business 
and  to  tell  whether  they  are  profitable  or  not,  if  the  local  unit  is 
a  separate  corporation  and  not  merely  a  branch  of  the  principal 
corporation.  If  there  is  a  local  corporation,  the  capital  to  be 
invested  in  it  will  depend  much  on  circumstances.  Frequently, 
from  a  standpoint  other  than  that  of  taxes,  it  will  be  desirable  to 
make  an  original  small  investment  in  capital  stock,  and  to  use  loans 
to  the  subsidiary  or  credits  on  open  account  as  a  basis  for  current 
operations.  Naturally,  it  will  be  expected  that  a  local  subsidiary, 
if  it  makes  monev,  will  be  able  to  take  care  of  itself.     In   recent 
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years,  when  profits  have  been  so  difficult  to  obtain,  in  many  cases 
local  subsidiaries  have  increased  their  indebtedness  to  parent  com- 
panies very  largely,  not  because  there  was  any  desire  to  refrain 
from  making  capital  investments  in  the  local  company,  but  because 
if  it  continued  to  exist  and  operate,  it  had  to  be  kept  going  by  credit 
from  the  parent  company. 

Granting  this  general  condition  of  operation  of  business,  an 
immediate  problem,  in  framing  tax  laws  for  producing  revenue 
from  business  in  a  state,  is  to  decide  what  attitude  to  take  toward 
such  local  subsidiary  corporations.  Broadly  speaking,  there  are 
vuo  general  views  which  may  affect  legislation  and  administration 
of  the  tax  laws  in  such  cases.  The  first  is  that  the  only  company 
doing  business  within  the  state  is  the  local  subsidiary  and  it,  like 
any  other  corporation,  whether  organized  within  the  state  or  not, 
stands  on  its  own  feet  and  is  to  be  taxed  on  the  conditions  found 
to  exist  within  the  company,  viewing  it  as  a  separate  unit  and 
not  merely  as  if  it  were  nothing  but  a  branch  of  the  parent  company. 
The  other  broad  view  is  that,  in  eft'ect,  the  parent  company  is 
doing  business  in  the  local  jurisdiction  through  the  subsidiary 
and  that  any  transactions  in  the  jurisdiction  may  properly  be 
regarded  as  if  they  were  directly  those  of  the  parent  company. 
This  latter  view  leads  to  one  of  two  results — taxation  of  the  parent 
company,  or  taxation  of  the  local  subsidiary  by  assigning  to  it  a 
part  of  the  business  and  assets  of  the  whole  group,  which  may 
include  numerous  other  companies,  none  of  which  directly  do  busi- 
ness in  the  local  jurisdiction. 

It  is  difficult  for  any  but  those  who  have  occasion  continuously  to 
prepare  tax  returns  for  different  states,  and  to  deal  with  the  taxing 
authorities  in  the  different  states,  to  appreciate  the  magnitude  of 
the  problem  involved  when  the  local  company  is  treated  merely  as 
a  part  of  the  larger  group.  Very  frequently  the  ultimate  tax  to  be 
collected  from  the  local  company  is  only  a  small  amount,  but  the 
propert)'  or  income  to  be  considered  in  the  determination  of  such  a 
tax  may  run  into  very  large  amounts  if  the  method  is  that  of 
allocating  to  the  local  subsidiary  some  part  of  the  total  property 
and  business  of  the  group.  It  is  obvious  that  no  exact  measure 
of  the  property  and  business  of  the  local  company  can  be  had 
through  allocation  of  part  of  the  property  of  the  larger  group, 
consisting  of  the  parent  company  and,  frequently,  numerous  other 
companies  in  the  line  from  the  parent  company  down.  Various 
formulae  can  be  developed  which  in  a  general  way  measure  the 
assets  and  income  to  be  used  for  allocating  the  income  or  property, 
and  the  consequent  tax,  to  the  local  company.  However,  all  such 
formulae  imply  assumptions  which  may  be  contrary  to  the  facts 
in  a  given  case.  For  example,  if  a  local  subsidiary  has  no  credit 
facilities  of  its  own  but  depends  on  the  parent  company,  shall 
attempt    be    made    to    find    wliat    particular    sources    nf    credit    the 
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parent  company  uses  in  connection  with  the  local  company,  or  shall 
it  be  assumed  that  all  sources  of  credit  of  the  parent  company  and 
various  other  subsidiaries  are  indirectly  the  means  of  establishing 
credit  to  the  local  subsidiary?  The  answer  in  such  cases  varies 
according  to  the  facts.  In  some  it  may  be  a  perfectly  justifiable 
conclusion  that  the  whole  credit  basis  of  the  group  is  in  some  part 
the  basis  of  the  local  subsidiary.  In  other  cases,  on  the  particular 
facts  it  may  be  quite  clear  that  the  local  subsidiary  does  not  depend 
at  all  in  actual  operation  on  the  general  credit  resources  of  the 
group  derived  from  property  entirely  outside  the  local  jurisdiction. 
Again,  income  of  a  local  subsidiary  may,  for  reasons  having  nothing 
to  do  with  taxes,  be  different  from  what  the  income  of  a  similar 
independent  company  would  be.  It  is  to  be  recognized,  of  course, 
that  in  some  cases  the  income  will  be  as  arranged  by  the  controlling 
company  and  will  have  no  bona  fide  relation  to  the  business  done  by 
the  local  subsidiary.  Whatever  the  result,  however,  it  will  be 
necessary  for  the  local  subsidiary  to  furnish  as  a  basis  for  allocating 
the  taxable  income  or  property  information  with  reference  to  one, 
or  perhaps  many  other  companies,  none  of  which  are  directly 
within  the  local  jurisdiction.  Oftentimes  this  information  is  not 
available  in  any  form  such  that  it  can  be  supplied  without  much 
special  work,  and  oftentimes  the  necessity  for  doing  this  work  and 
furnishing  the  information  may  be  felt  to  be  burdensome  by  the 
parent  company  or  operating  group.  The  waste  of  effort  involved 
in  preparing  information  which  may  be  needed  for  assessment  of 
taxes  on  a  so-called  consolidated  basis  and  for  digesting  and  using 
such  information  by  the  taxing  authorities  is,  I  believe,  very  great. 
This  raises  squarely  the  question :  Which  is  the  better  view  to 
take  in  framing  legislation,  (1)  to  provide  specifically  in  the  taxing 
statute  for  the  furnishing  of  information  which  will  permit  assess- 
ment on  a  consolidated  basis,  or  (2)  to  follow  the  less  exacting 
method  of  looking  at  any  local  subsidiary  corporation  in  the  same 
way  that  an  independent  corporation  is  viewed,  and  making  assess- 
ments on  the  basis  of  similar  information  for  both  kinds  ?  I 
appreciate  that  particularly  in  times  like  the  present,  taxing  author- 
ities feel  obliged  to  go  to  great  lengths  in  the  endeavor  to  see  that 
the  local  subsidiary  companies  pay  fair  taxes  with  reference  to  the 
business  they  do  in  the  local  jurisdiction.  However,  I  assume  that 
in  the  discussions  of  this  conference  we  are  dealing  with  principles 
as  they  should  affect  the  general  thought  in  regard  to  tax  laws  and 
are  not  to  be  too  much  influenced  by  the  immediate  difficulties 
caused  by  the  present  depression.  Which  then,  in  the  long  run, 
is  likely  to  give  the  better  law — provision  in  detail  for  treating  local 
subsidiaries  merely  as  parts  of  the  larger  system,  or  provision  for 
treating  them  like  other  corporations  subject  only  to  adjustment 
of  their  taxable  basis  if  it  appears  that  they  are  not  in  fact  reporting 
conditions  as  their  actual  property  and  transactions  require?     I  do 
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not  attempt  to  offer  any  final  answer  to  the  question.  It  is,  in  part, 
a  purely  local  question  depending  on  the  number  and  character 
of  the  businesses  in  corporate  form  with  which  the  particular  state 
has  to  deal.  Much  depends  on  whether  the  particular  state  has 
many  or  few  businesses  whose  principal  activity  is  in  that  state. 
Obviously,  in  some  states  in  which  there  are  only  a  few  taxpayers 
the  bulk  of  whose  business  is  local,  it  may  be  of  more  importance 
to  try  to  pull  in  as  much  as  possible  of  the  taxable  basis  from 
groups  with  their  activities  centered  in  other  states.  On  the  other 
hand,  in  states  where  the  industrial  development  is  further  advanced, 
where  wealth  is  concentrated  in  large  local  businesses,  it  may  be 
of  relatively  little  consequence  how  much  revenue  is  obtained  from 
local  subsidiaries  of  businesses  with  their  centers  in  other  states. 
However,  I  wish  to  suggest  that  from  my  experience  with  the 
problem,  it  seems  to  me  that  in  the  long  run  it  may  be  wiser  to 
frame  legislation  on  the  theory  that  unless  there  appears  to  be  bad 
faith  on  the  part  of  the  business  and  unwillingness  to  make  true 
reports  of  operations,  it  is  wiser  to  respect  the  fact  as  to  the  business 
and  property  actually  within  the  jurisdiction  of  the  state,  and  not 
to  make  it  necessary  under  the  statute  to  consider  all  the  ramifica- 
tions of  a  widely  extended  business  group  in  order  to  find  out  how 
nmch  to  tax  perhaps  a  relatively  small  fraction  of  the  business 
which  comes  within  the  local  jurisdiction.  I  understand  that  in 
some,  at  least,  of  the  European  countries  reputable  public  ac- 
countants make  no  attempt  to  prepare  tax  returns,  for  the  reason 
that  every  one  knows  that  no  honestly  prepared  return  following  the 
applicable  statutes  would  produce  the  result  expected  by  the  govern- 
ment or  by  the  taxpayer.  In  such  countries,  I  am  informed,  it  is 
common  practice  for  some  arrangement  to  be  made  between  the 
taxpayer  and  the  taxing  authority  which  is  in  effect  a  compromise 
in  the  application  of  the  law,  and  a  resulting  reduced  tax  is  paid 
by  agreement.  In  this  country,  however,  so  far  as  my  knowledge 
and  observation  go,  most  businesses  expect  to  make  returns  for 
taxation  in  accordance  with  the  facts  and  to  pay  the  taxes  indicated, 
as  long  as  they  do  not  prove  burdensomely  out  of  proportion  to 
the  business  done  in  the  jurisdiction.  If  a  statute  makes  proper 
provision  for  minimum  taxes  based,  for  example,  on  gross  receipts 
assignable  to  the  jurisdiction,  as  in  Massachusetts,  it  should  be 
possible  to  obtain  from  local  subsidiaries  a  reasonable  return  for  the 
privilege  of  operating  within  the  jurisdiction.  To  refrain  from 
requiring  by  the  statute  that  the  taxing  authority  consider  the 
whole  related  group  and  not  merely  the  subsidiary  within  the 
jurisdiction  would,  I  believe,  be  constructive  procedure  in  dealing 
with  this  detail  in  working  out  the  business  tax  under  a  model 
system.  The  creation  of  the  opportunity  for  a  more  satisfactory 
relation  between  the  taxpayer  and  the  taxing  authorities,  and  the 
avoidance    of    discrimination    between    similar    businesses    which 
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happen  in  one  case  to  be  independently  conducted  and  in  another 
case  to  be  conducted  as  part  of  a  larger  system,  seem  to  me  to  be 
of  great  consequence.  I  fully  realize  that  the  taxing  authorities 
cannot  properly  be  asked  to  overlook  the  facts  in  cases  where  there 
is  deliberate  attempt  to  minimize  the  local  obligation  and  to  keep 
it  below  a  fair  payment  for  the  privileges  obtained.  On  the  other 
hand,  I  believe  that  in  most  cases  a  fair  return  will  be  obtained 
by  treating  all  companies  as  nearly  as  may  be  alike,  whether  they 
are  independent  or  whether  they  are  parts  of  some  so-called  national 
organization.  I  should  like  to  leave  with  any  of  you  who  may  be 
interested  in  formulating  legislation  under  the  model  system,  the 
thought  that  it  is  essential  seriously  to  consider  before  a  law  is 
actually  framed  what  shall  be  the  attitude  as  to  local  subsidiaries. 
I  recommend  for  your  consideration  the  provision  in  the  Iowa  law 
passed  last  year  which  is  as  follows : 

"  In  case  it  shall  appear  to  the  board  that  any  arrangement 
exists  in  such  a  manner  as  improperly  to  reflect  the  business 
done,  the  segregable  assets  or  the  entire  net  income  earned  from 
business  done  in  the  state,  the  board  is  authorized  and  em- 
powered, in  such  manner  and  under  such  rules  and  regulations 
as  it  may  determine,  equitably  to  adjust  the  tax."  Iowa — Laws 
1933  (1st  Special  Session)  H.  F.  No.  1,  Section  32. 

Such  a  provision  as  this  gives  sufficient  authority  to  the  commis- 
sion for  determining  the  basis  of  assessment  in  cases  to  which  the 
regular  procedure  should  not  be  applied,  without  by  the  statute 
suggesting  any  procedure  which  may  be  inequitable  for  the  taxpayer 
or  unfair  to  the  state.  The  importance  of  the  question  involved  is, 
I  think,  greater  than  the  mere  matter  of  more  or  less  revenue.  We 
cannot  have  an  orderly  continuance  of  our  social  system  except  if 
we  avoid,  as  far  as  we  reasonably  can,  conflicts  between  local 
jurisdictions  and  the  larger  business  organizations  which  seem  to 
be  inevitable  as  a  part  of  modern  economic  and  industrial  develop- 
ment. One  of  two  things  is  almost  certain  to  happen  unless  satis- 
factory relations  exist  between  so-called  big  business  and  the  local 
authorities — either  big  business  will  keep  out  of  the  jurisdictions 
where  there  is  difficulty  in  adjusting  such  matters  as  taxes,  so  far 
as  it  can  without  too  great  loss  of  profits,  or  it  will  be  led  into 
seeking  to  influence  legislation,  by  no  means  necessarily  corruptly, 
so  that  its  own  ends  will  be  served  rather  than  the  ends  of  the 
community.  Either  result  is  highly  undesirable,  and  it  is  certainly 
worth  serious  thought  on  the  part  of  those  who  take  the  responsi- 
bility for  framing  tax  laws  to  see  in  what  manner  the  sources  of 
such  difficulty  can  best  be  avoided  without  serious  damage  to  the 
revenues  of  the  state. 

In  passing,  I  wish  to  make  a  suggestion  which  is  not  new,  but  is, 
I  believe,  very  much  worth  consideration.     If  the  business  tax  is 
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on  income,  as  is  recommended  by  the  committee,  I  believe  it  should 
be  on  a  properly  allocated  part  of  the  income  as  reported  to  the 
federal  government,  with  as  little  modification  as  is  feasible.  This 
result  can  be  accomplished  in  new  legislation,  at  least,  by  defining 
gross  income  as  it  is  defined  in  the  applicable  federal  statute  with 
such  possible  addition  as  that  for  interest  on  so-called  non-taxable 
bonds,  and  by  allowing  the  deduction  provided  in  the  federal 
statute,  except  that  for  dividends  received.  The  object  in  sticking 
as  closely  as  may  be  to  the  federal  requirement  is  to  reduce  the 
problems  of  interpretation  and  to  lessen  the  burden  which  any  law, 
peculiar  to  itself,  imposes  in  the  way  of  special  information  required 
in  tax  returns.  After  all,  since  the  state  must  get  the  revenue  it 
requires,  it  seems  to  me  a  much  sounder  procedure  to  adopt  and 
continue  some  fixed  method  of  determining  income,  such  as  that 
under  the  federal  law,  and  to  provide  for  changes  in  the  amount 
of  revenue  by  changes  in  rate  rather  than  by  changes  in  the  defini- 
tion of  income.  I  appreciate  the  complications  in  the  taxation  of 
other  corporations  created  by  the  difficulty  of  the  states  in  taxing 
banks  without  interference  with  the  federal  law,  but  I  believe  this 
should  be  permitted  to  interfere  as  little  as  possible  with  the  build- 
ing up  of  a  scheme  of  taxing  business  corporations  other  than  banks, 
and  I  believe  it  is  possible  to  frame  a  state  statute  conforming 
closely  to  the  federal  statute  in  the  determination  of  income  without 
losing  the  opportunity  properly  to  tax  banks. 

Another  matter  which  I  believe  to  be  of  sufficient  importance 
for  serious  consideration  in  framing  a  business  tax  law,  is  the 
kind  and  quantity  of  information  that  shall  be  furnished  in  the  form 
of  tax  returns  and  similar  reports  as  a  basis  for  state  and  local 
taxation.  No  one  who  does  not  have  to  deal  continuously  with 
the  problem  of  furnishing  information  to  a  large  number  of  the 
states  as  well  as  to  the  federal  and  other  jurisdictions,  can  appre- 
ciate the  quantity  and  variety  of  miscellaneous  information  that 
has  to  be  reported  for  the  purpose  of  taxation.  Most  of  it  is 
probably  necessary,  but  it  is  certainly  true  that  some  of  it  could 
be  got  along  without.  What  I  have  in  mind  is  clearly  indicated 
by  the  experience  of  any  one  who  uses  the  so-called  state  and  local 
tax  services  which  are  got  out  by  two  or  three  of  the  companies 
whose  business  is  the  furnishing  of  so-called  loose-leaf  tax  informa- 
tion. No  man  can  have  sufficient  information  as  to  the  law  and, 
more  important,  the  practical  workings  of  the  law,  in  all  of  our 
jurisdictions.  It  is  not  difficult  to  have  a  very  thorough  understand- 
ing of  the  law  and  procedure  in  one  or  two  states,  but  even  if  a 
business  is  made  of  furnishing  such  information,  it  is  not  possible 
to  have  ,as  a  practical  matter,  an}'  organization  which  can  be  so 
fully  accjuainted  with  the  workings  of  the  various  state  tax  laws 
as  to  be  able  to  furnish  anything  like  all  the  information  needed  for 
complying  with  tax  return  requirements.     Hours  and  days  of  the 


BUSINESS  TAXES  241 

time  of  accounting  staffs,  executives,  and  tax  assistants  hired  from 
the  outside  are  spent  in  trying  to  comply  properly  with  the  require- 
ments of  various  jurisdictions  due  to  two  difficulties,  (1)  either 
too  specific  requirements  in  a  taxing  statute  which  make  mandatory 
the  furnishing  of  much  information  not  necessarily  required  for  a 
proper  tax,  or  (2)  such  meager  provisions  in  taxing  statutes  that 
no  one,  not  even  the  authorities  having  the  administration  of  the 
law  in  their  charge,  knows  precisely  what  is  supposed  to  be  fur- 
nished. Therefore,  I  think  it  is  a  detail  very  much  worth  serious 
consideration  in  framing  the  statute  to  see,  first,  that  no  more 
information  is  required  by  the  statute  than  is  essential  for  a  proper 
tax,  and  second,  that  the  greatest  care  is  used  in  making  clear  what 
is  required. 

To  illustrate  what  I  mean  by  a  few  examples :  a  state  statute 
providing  for  taxation  of  corporations  on  the  basis  of  capital  and 
surplus  employed  in  the  state  uses  the  language  as  to  contents  of 
returns  — "  detailed  and  exact  information."  Anyone  who  is 
familiar  with  the  problem  of  valuation  of  corporate  stock,  or  assets 
employed  in  business  by  a  corporation,  knows  that  exact  informa- 
tion is  precisely  what  cannot  be  furnished.  Such  language  as 
"  detailed  and  exact  information  "  in  this  connection,  I  regard  as 
merely  an  invitation  to  the  taxing  authorities  to  render  the  tax 
returns  unnecessarily  difficult  for  taxpayers  to  make. 

Another  state  statute  passed  in  1933  has  the  following  language 
with  reference  to  property  used  in  business  in  the  state :  "  fair  and 
reasonable  market  value  of  all  real  estate,  personal  property,  and 
other  investments  including  operating  capital  employed  in "  the 
state,  "  advertising,  credits  and  accounts  receivable."  Granting  that 
the  legislature  had  clearly  in  mind  what  should  be  included  under 
the  term  "  advertising  "  in  determining  assets  employed  in  business 
in  the  state,  it  is  entirely  too  much  to  expect  that  accountants  or 
executives  preparing  tax  returns  in  the  other  47  states  would  have 
any  definite  idea  at  all  what  to  put  in  their  tax  returns  because  of 
the  word  "  advertising."  The  tax  return  form  in  the  particular  case 
ofTers  no  help. 

In  another  state  the  tax,  by  the  statute,  is  based  on  value  as  of 
December  31  without  any  reference  to  possible  fiscal  years  ending 
at  some  other  date.  It  is  altogether  probable  that  the  statute  might 
have  provision  for  using  the  value  at  the  end  of  the  fiscal  year  in 
the  case  of  fiscal  year  corporations,  and  thus  the  labor  of  finding 
figures  and  values  at  a  date  for  which  the  corporation  very  likely 
has  no  closing  of  its  accounts  would  be  avoided. 

I  appreciate  that  much  depends  on  the  administration  of  any 
law.  It  is  perfectly  natural,  however,  for  the  tax  administrators  in 
a  case  of  uncertainty,  to  seek  as  full  information  as  possible  and  to 
ask  for  such  information  from  taxpayers  generally,  whether  it  is 
needed  in  most  of  the  cases  or  in  only  a  few.  Here  in  Massachu- 
16 
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setts  we  are  accustomed  to  efiicient  and  fair-minded  application  of 
our  laws  to  the  prepartion  of  tax  returns  and  to  the  use  of  the 
information  furnished.  However,  the  taxing  authorities  must  be 
much  governed  as  to  the  information  they  feel  it  necessary  to  require 
by  the  form  of  the  taxing  statute.  If  sufficient  authority  is  given 
for  the  requirement  of  whatever  information  may  be  really  essential, 
it  will  be  of  tremendous  assistance  in  the  actual  year  in  and  year 
out  working  of  a  tax  law  if  the  framers  of  the  law  will  refrain,  as 
far  as  they  properly  can,  from  requiring  by  the  terms  of  the  statute 
more  than  the  information  necessary  for  fair  assessments.  I  ask 
consideration  by  any  here  who  may  have  the  problem  of  working 
out  business  tax  laws  under  the  proposed  model  plan,  of  the  im- 
portance of  seeking  by  the  form  of  the  statute  to  make  it  as  easy 
as  is  practicable  for  taxpayers  to  furnish  the  required  information, 
and  to  leave  as  free  a  hand  as  possible  to  administrators  of  the  law 
to  require  no  more  in  the  way  of  returns  and  reports  than  will 
give  them  a  fair  basis  for  assessment  and  collection  of  the  taxes  on 
business. 

Chairman  J.  W.  Oliver:  I  suspect  that  the  president  in  invit- 
ing me  up  here  had  an  ulterior  motive,  in  that  he  thought  he  could 
shut  me  up.  He  knew  this  very  part  of  the  program  was  dear  to 
my  heart,  and  I  imagine  he  thought  I  would  be  kind  of  a  nuisance 
on  the  floor,  and  he  also  warned  me  about  the  rules  when  I  got  up 
here,  but  I  think  he  forgot  that  there  is  no  rule,  so  far  as  I  know, 
applicable  to  your  chairman,  so  I  may  take  up  more  time  than  he 
thought  I  would. 

I  think  we  ought  to  have  a  real  discussion  on  the  paper  that 
has  just  been  presented,  and  before  opening  it  up  for  discussion,  I 
want  to  take  advantage  of  my  constitutional  rights  up  here  and  ask 
a  question  myself.  I  have  had  a  lot  of  experience  with  Mr.  Long 
here,  and  he  knows  that  I  am  a  real  nuisance,  but,  I  might  tell  you 
that  until  last  year  we  had  two  domestic  corporations  in  his  state. 
These  two  corporations  happened  to  be  formed  in  1908,  but  for 
the  last  seven  or  eight  years  he  has  told  me  each  year  that  they  were 
mere  fiction,  and  that  the  organization  was  only  for  the  purpose 
of  avoiding  Massachusetts  taxation,  and  that  he  refused  to  recog- 
nize them  and  must  look  behind  the  inter-company  contract;  and 
my  pleading  with  him,  that  these  companies  were  organized  before 
the  Massachusetts  tax  statutes  under  which  he  is  now  operating 
were  thought  of,  made  no  difference.  I  happened  to  have  a  little 
edge,  though,  last  year,  in  one  respect,  and  that  was  the  aid  of  the 
McC'rory  case,  which  happened  to  be  similar  to  ours.  But,  seriously, 
I  had  to  admit  that  Mr.  Long  was  correct  in  many  respects.  The 
organization  as  it  was  set  up  did  not  reflect  the  proper  capital 
assignable  to  Massachusetts,  and  we  had  to  make  some  compromises. 
This  leads  me  to  believe  that  if  the  other  tax  conmiissions  would 
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K)ok  hchiiul  inter-company  transactions,  which  they  appeared  to 
have  the  right  to  do,  that  the  ordinary  industrial  company  had  no 
use  for  subsidiary  companies,  but  were  just  a  waste  of  time,  in 
keeping  a  lot  of  perfunctory  records  and  rendering  reports  that 
didn't  mean  anything;  so  I  decided  even  before  I  knew  anything 
about  the  federal  tax  requirement  on  consolidations,  that  we  would 
fare  better  to  have  only  one  corporation.  I  would  like  to  ask  your 
speaker  if  he  does  not  believe  that  for  the  average  industrial  cor- 
poration, they  won't  fare  better  to  dissolve  everyone  of  their 
subsidiaries  and  operate  as  a  single  company,  going  through  the 
necessary  procedure  of  allocating  to  the  state,  rather  than  try  to 
defend  their  subsidiary  position. 

Edwin  E.  Wakefield:  My  own  thought  is  that  if  we  look 
ahead,  not  one  or  two  years,  but  a  good  many  years  more  than 
that,  we  are  pretty  likely  to  find  the  local  subsidiary  corporations 
continuing.  Aly  own  idea  is  that  there  are  so  many  reasons  why 
it  is  more  useful  not  to  have  everything  concentrated  in  one  cor- 
poration, that  although  the  tendency  may  be  riglit  now  for  the 
abolition  of  subsidiary  corporations,  we  shall  find  the  problem 
continuing  ten  years  and  twenty  years  from  now,  in  general,  as  it 
has  in  the  last  ten  or  twenty  years. 

Chairm.\x  J.  W.  Oliver:     Are  there  any  other  questions? 

C.  W.  BoGKRT  (New  York)  :  I  am  going  to  ask  Mr.  Wakefield 
if  he  would  care  to  embody  in  his  paper  bringing  in  a  foreign 
corporation  duly  qualified  in  any  of  the  respective  states.  His  paper 
seems  to  deal  with  solely  domesticated  corporations  in  the  respective 
states.  I  wonder  if  he  deals  with  the  application  of  the  laws  to 
the  domesticated  company  being  an  affiliate  of  another  large  cor- 
poration outside  of  the  state.  Tn  most  of  the  states  the  laws  applica- 
ble to  taxation  are  uniform  against  both  foreign  and  domestic.  I 
wonder  if  he  would  not  care  to  embody  in  that  paper  and  put  in 
there  also  foreign  corporations  qualified  to  do  business  in  the 
respective  states. 

Edwin  E.  Wakefield:  As  far  as  I  know,  the  problems  are 
largely  the  same  whether  it  is  a  local  domestic  subsidiary  or  a 
subsidiary  organized  in  another  state;  and  I  have  in  mind  that 
anything  that  I  said  applies  pretty  largely  to  a  foreign  corporation 
as  well  as  a  domestic  corporation. 

A.  J.  Maxwell  (North  Carolina)  :  I  would  like  to  ofifer  one 
brief  comment  with,  respect  to  the  very  excellent  paper  to  which 
we  just  listened.  It  indicates  something  of  the  intricacies  and 
difficulties  both  to  the  taxpayer  and  administrator  with  respect  to 
the  allocation  of  income  of  companies  doing  business  in  more  than 
one  taxing  jurisdiction.  We  are,  of  course,  all  familiar  with  the 
line  of  decisions  with  respect  to  the  use  of  subsidiary  corporations, 
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arbitrary  price  fixing,  and  the  like,  to  change  the  location  of  income 
for  tax  purposes.  We  have  had  very  little  difficulty  in  my  state 
with  that  kind  of  practice.  But,  in  an  analysis  of  our  income  tax 
situation  some  three  or  four  years  ago,  we  found  the  situation  to 
exist  which  this  gentleman  indicates  in  his  report  to  be  common 
practice,  that  where  business  is  being  done  in  more  than  one  juris- 
diction, it  is  the  common  practice  to  carry  on  that  business  in  other 
jurisdictions  through  subsidiary  companies,  financed  as  you  say, 
on  a  shoe  string,  or,  as  he  says,  with  nominal  capitalization,  the 
business  actually  being  carried  on  by  capital  supplied  by  the  parent 
company  in  the  form  of  money  loaned  to  its  subsidiary. 

The  most  notable  example  we  found  in  our  state  of  that  charac- 
ter was  one  company  that  had  a  $50,000,000  investment  in  North 
Carolina  through  a  corporation  that  had  a  capital  stock  of  $100,000. 
Well,  you  can  readily  see  that  according  to  the  common  standards 
of  income  tax  practice,  the  effect  of  that  was  that  this  parent  com- 
pany extracted  an  untaxed  income  on  its  $50,000,000  of  investment 
in  North  Carolina,  because  it  was  furnished  in  the  form  of  money 
loaned  to  its  subsidiary  rather  than  in  the  form  of  capitalization. 
Now,  while  that  was  the  outstanding  example,  we  found  that 
method  of  doing  business  to  be  the  common  practice  with  respect 
to  foreign  corporations  doing  business  in  our  state.  We  met  that 
situation  in  perhaps  a  somewhat  awkward  manner,  but  in  a  manner 
that  did  to  some  extent  meet  it,  by  an  amendment  to  our  income 
tax  law  in  1931  providing  that  borrowed  capital  in  excess  of  the 
capital,  surplus  and  undivided  profits  of  the  corporation,  for  income 
tax  and  franchise  tax  purposes,  would  be  treated  as  capitalization; 
and  it  seems  to  me  that  that  is  entirely  justified,  in  that  it  meets 
the  situation  of  treating  capital  investments,  whether  made  in  the 
form  of  actual  capitalization  or  of  borrowed  money  to  its  own  sub- 
sidiary, on  an  equal  basis. 

George  H.  jNIcCaffrey  (New  York)  :  May  I  congratulate  Mr. 
Wakefield  upon  sounding  rather  a  new  note  in  the  proceedings  of 
this  conference,  and  a  very  welcome  note  to  business  interests. 
Yesterday,  as  I  sat  here  and  listened  to  the  discussion,  particularly 
those  in  regard  to  sales  taxes,  I  felt  almost  as  though  I  were  attend- 
ing a  conference  of  vivisectionists — not  vivisection  of  cats  and  dogs 
but  of  the  business  man.  The  object  of  the  vivisection  was  merely 
to  see  how  they  could  develop  a  worse  condition  of  pernicious 
anemia  on  him  than  he  is  already  suffering  from.  I  sat  here  and 
listened  to  the  enthusiasm  of  the  tax  collectors  and  administrators 
in  favor  of  taxation  by  the  states  of  interstate  commerce.  I  won- 
dered if  they  realized  the  possibilities  for  taxing  us  out  of  existence, 
not  entirely  by  collecting  taxes  for  their  states  but  by  doubling  the 
tax  burden  through  the  need  for  compiling  information  for  their 
benefit. 
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It  seems  to  me  that  they  utterly  lose  sight  of  the  tremendous 
burden  they  would  put  upon  business  in  interstate  commerce  by 
taxing  interstate  transactions  locally  in  comparison  with  the  return 
that  they  would  get.  It  was  said  yesterday  that  the  total  of  state 
sales  taxes  would  run  to  about  $180,000,000  a  year.  I  think  it 
would  cost  a  tremendous  portion  of  that  sum  to  business  organiza- 
tions to  complete  the  returns  and  keep  up  with  the  changes  in 
state  laws  and  regulations  if  they  had  to  do  locally  with  interstate 
commerce  what  they  are  doing  now.  I  wonder,  for  example,  how 
much  it  would  cost  a  business  organization  to  keep  track  of  forty- 
seven  or  forty-eight  other  jurisdictions  with  their  sales  tax  laws 
and  sales  tax  regulations,  which  latter  would  be  liable  to  change 
far  more  often  than  the  laws.  It  is  an  enormous  burden ;  it  cannot 
be  calculated  exactly;  but  I  know  in  many  instances  it  results  in 
one  of  the  greatest  overhead  charges  of  the  whole  business,  merely 
to  keep  up  with  what  is  going  on  in  the  minds  of  the  tax  adminis- 
trators. I  think  that  the  burden  on  business  of  such  a  change 
in  our  manner  of  taxing  interstate  business  will  be  many,  many 
times  the  additional  revenue  received  by  the  states,  and  as  such 
it  would  be  utterly  unwarranted  on  the  basis  of  sound  taxation. 
We  might  well  face  the  fact  here,  as  at  any  other  time,  that  it  is 
possible  to  tax  an  economic  structure  out  of  existence.  It  was  done 
in  the  case  of  the  Bourbon  monarchy  in  France.  It  actually  has 
been  done  since  the  World  War  by  three  or  four  states  under  a 
form  of  representative  government.  They  had  to  give  it  up  and 
go  to  a  Fascisti  organization.  Far  be  it  from  me  to  organize  the 
Fascist  organization  in  this  country.  If  the  tax  burden  increases 
much  more  than  it  has,  as  it  will  inevitably  in  prospect,  then  I  can 
very  well  see  a  real  collapse,  and  we  will  get  far  less  than  we 
might  otherwise,  because  business  cannot  stand  the  overhead  of 
making  reports  day  in  and  day  out,  for  this,  that  and  the  other 
governmental  authorities.  We  have  not  only  the  tax  reports  but 
we  have  enormous  burden  to  get  in  new  capital.  Think  of  filing 
the  returns  under  the  National  Securities  Act,  that  will  go  on  the 
shelves  and  collect  dust.  I  believe  one  business  organization  in 
New  York — I  think  it  was  a  railroad  company — had  to  file  100,000 
pages  of  reports  to  governmental  authorities  in  a  single  year.  The 
cost  of  that  is  not  merely  the  typing,  it  involves  a  tremendous 
burden.  I  think  we  ought  to  consider  most  carefully  in  every  future 
tax  law  not  only  what  it  will  bring  to  the  state  but  whether  the 
loop  hole  that  it  will  close  up  will  cost  several  times  what  it  will 
bring  to  the  states.  I  think  IMr.  Wakefield  sounded  a  much  needed 
note  when  he  advocated  that  they  be  given  most  careful 
consideration. 

Chairman  J.  W.  Oliver:  I  wonder  how  many  corporations 
have  made  an  attempt  to  determine  the  cost  of  tax  liabilities.     We 
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have  in  the  last  two  years,  and  it  has  been  absolutely  astonishing. 
We  found,  aside  from  propert)'^  taxes,  federal  income  taxes  and  the 
agricultural  adjustment  taxes,  that  we  pay  for  the  compilation 
and  the  preparation  of  data,  as  well  as  for  following  up  compromise 
settlements,  etc.,  about  four  times  the  total  tax  liability  to  all  states. 
Those  things  cannot  be  determined  with  precision,  but  we  made 
a  fairly  careful  study  of  it.  I  recommended  such  a  study  not  long 
ago  at  one  of  the  meetings  of  the  American  Management  Associa- 
tion, and  I  understand  several  of  the  leading  corporations  are  now 
compiling  that  data.  Perhaps  we  will  have  something  to  report 
next  year  as  to  what  it  does  cost  to  comply  with  the  multiplicity 
of  tax  laws. 

In  our  own  little  company,  where  we  do  business  in  thirteen 
states,  we  file  over  four  hundred  different  kinds  of  tax  returns, 
aside  from  federal  tax  returns.  Some  of  those  are  absolutely  insig- 
nificant, some  do  not  require  a  great  deal  of  time,  but  in  the 
aggregate  the  preparation  of  those  four  hundred  returns  costs 
several  times  the  total  tax  liability  to  the  states. 

Charles  J.  Tobin  (New  York)  :  I  asked  a  question  before  if 
anyone  here  present  could  tell  me  what  the  relationship  between 
the  state  and  locality  should  be  in  the  division  of  a  business  tax; 
that  is,  of  the  amount  of  taxes  collected  against  business  in  a 
particular  state,  what  part  of  that  business  tax  should  properly  go 
to  the  state  and  what  part  should  properly  go  to  the  locality,  upon 
the  basis  of  the  service  rendered  by  the  various  governments  or 
by  the  state  and  the  local  units  of  government. 

Chairman  J.  W.  Oliver  :  I  cannot  answer  that  question ;  I 
haven't  the  slightest  idea  of  how  to  go  about  it.  Is  there  anyone 
here  who  will  offer  a  suggestion?  Mr.  Wakefield,  have  you  any 
suggestion  to  make? 

Charles  J.  Tobix  :  If  I  might  proceed  a  little  further,  the 
occasion  of  asking  the  question  is  this:  that  in  a  great  many  juris- 
dictions they  are  seeking  to  get  a  larger  revenue  to  help  out  the 
present  real  property  taxes,  and  that  means  that  if  the  real  property 
owner  is  to  obtain  any  relief,  he  must  get  that  relief  from  some 
other  source.  I  don't  mean  by  that  that  we  should  set  up  a  new 
scheme  of  taxes  because  in  practically  every  state  we  have  business 
taxes  today,  but  the  localities  are  not  receiving  either  any  part  of 
the  taxes  so  collected  by  the  state,  nor  are  they  receiving  what 
might  be  deemed  to  be  a  fair  share  of  those  taxes  upon  the  basis 
of  the  service  rendered;  and  it  was  for  that  reason  I  was  prompted 
to  ask  the  question  if  there  was  anybody  here  who  had  made  any 
study  to  know  whether  the  division  between  the  state  and  the  local 
tax  unit  should  be  fifty-fifty  or  seventy-thirty  or  one-nine,  or  what 
it  should  be.     I  would  like  to  know  something  about  that. 
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Chairman  J.  W.  Oliver:  Is  there  anyone  here  who  has  given 
any  thought  to  that  subject? 

Nelson  B.  Todd  (Massachusetts):  Answering  Air.  Tobin's 
question,  if  we  proceed  on  the  assumption,  as  I  think  we  must, 
that  business  taxes  of  the  type  which  we  are  now  paying  to  the 
states  are  franchise  taxes  for  the  privilege  of  doing  business  in 
the  states,  it  seems  to  me  that  the  entire  amount  of  those  taxes 
properly  belongs  to  the  state  and  are  in  no  part  allocable  to  the 
particular  comnmnity  in  which  the  plant  or  business  office  may  be 
located,  leaving  the  locality  to  secure  its  revenue  from  the  real 
estate  or  personal  property  which  is  located  within  that  locality. 
If  the  business  tax  is  a  franchise  tax  for  doing  business,  unless 
we  extend  that  theory  to  say  it  is  for  the  privilege  of  doing 
business  in  each  community  in  the  state,  within  which  the  business 
is  carried  on,  there  is  no  theory  upon  which  you  can  allocate  any 
part  of  it  to  the  locality. 

Chairman  J.  W.  Oliver:  As  I  understand,  the  question  that 
Mr.  Tobin  has  in  mind  is  that  it  is  not  necessarily  a  privilege  tax 
or  a  franchise  tax  that  gives  you  a  privilege  to  do  business,  but  that 
it  is  in  the  theory  of  a  business  tax  that  follows  the  business  and 
that  is  designed  to  relieve  real  estate  taxes.  In  other  words,  we 
admit  that  real  estate  taxes  are  so  high  we  cannot  go  any  further. 
We  must  get  some  relief,  and  about  the  only  relief  that  can  be 
found  is  by  some  form  of  business  tax.  If  that  follows  the  business 
organization  operating  in  the  state,  how  should  the  proceeds  be 
divided  as  between  the  subdivisions  of  the  state. 

Charles  J.  Tobin  :  In  New  York,  as  you  know,  we  have  mer- 
cantile corporations  under  present  9-A,  and  there  is  a  division  of 
that  money  with  the  locality.  Today  there  is  quite  a  dispute  as 
to  whether  the  localities  are  getting  their  fair  share  of  that  tax. 
Surely,  if  we  are  to  go  on  and  help  real  estate  in  New  York  State, 
we  must  get  a  larger  share  of  the  business  taxes  going  back  into 
the  localities.  I  don't  mean  to  say  we  should  set  up  another  scheme 
of  taxes.  I  don't  care  whether  you  call  it  franchise  tax  or  license 
tax  or  what  you  call  it;  in  the  model  plan  we  call  them  business 
taxes.  I  think  "  business  taxes "  is  better  than  all  these  other 
names  that  we  have  been  using  for  years,  because  when  it  comes 
to  assessing  for  the  privilege  of  doing  business,  I  think  that  is  all 
done  once  we  have  incorporated.  I  think  it  is  quite  all  right  to  say 
that  when  a  domestic  is  incorporated  or  a  foreign  comes  into  the 
state,  that  those  moneys  should  stay  in  the  state  treasury,  that  once 
they  have  moved  into  a  business  activity  in  a  particular  locality, 
the  locality  is  entitled  to  a  fair  share  of  those  taxes ;  and  that  is 
the  phase  of  it  that  I  am  concerned  about  and  which  enters  in.  I 
think  your  chairman  well  stated  it  before  I  spoke,  that  it  is  more 
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to  help   out   real   property.   Now,   how   much   of  this   business   tax 
should  go  back  to  the  locality? 

George  H.  McCaffrey  (New  York)  :  Alay  I  be  permitted  to 
speak  again?  I  would  like  to  point  out  that  in  New  York  State, 
while  only  a  small  portion  of  the  so-called  business  taxes  is  dis- 
tributed directly  to  the  municipality,  they  get  a  very  large  portion 
of  the  whole  state  budget  directly  or  indirectly.  I  am  told  that 
sixty-five  percent  of  the  business  taxes  collected  in  New  York 
State  are  distributed  back  to  the  municipalities,  either  directly  or 
in  the  form  of  state  aid;  and  I  submit  I  do  not  think  they  are 
entitled  to  a  much  larger  proportion  than  that. 

Chairman  J.  W.  Oliver  :  I  think  we  are  running  too  far  behind 
with  our  program  to  continue  this  discussion  any  more.  I  would 
like  very  much  to  continue  it  for  the  next  hour  or  two  myself. 
One  thing  I  will  say  to  Mr.  Tobin,  if  you  will  give  me  some  sug- 
gestion as  to  how  we  could  prepare  this  information,  I  will  see  if 
I  can  get  some  thoughts  for  you,  but  I  don't  know  myself  just 
how  to  go  about  it.  You  drop  me  a  note,  or  something ;  give  me  a 
suggestion  as  to  how  you  think  we  should  treat  it,  and  I  will  see 
what  I  can  do  with  it. 

Now,  for  the  next  subject  on  the  program  we  have  "  Experiences 
with  New  Taxes."  I  think  that  fits  in  well  right  here,  and  I  am 
happy  to  say  that  I  have  heard  both  of  these  gentlemen  talk  and 
I  know  you  are  going  to  be  well  entertained.  It  is  now  my  pleasure 
to  introduce  to  you  Mr.  Frank  H.  Holley,  state  tax  assessor  of 
Maine — IMr.  Holley. 

Frank  H.  Holley  (Maine)  :  Mr.  Chairman  and  Members  of 
the  conference,  it  seems  to  be  a  peculiar  situation  that  a  conserva- 
tive state  like  Maine  should  draw  a  subject  on  new  taxes,  because 
if  there  has  been  any  state  that  is  slow  in  adopting  new  taxes,  it 
is  Maine.  So,  my  subject  is  rather  difficult,  and  it  seemed  proper 
that  I  should  take  the  oldest  form  of  tax  we  had,  and  perhaps 
the  most  modern  form  that  we  have.  In  view  of  that  decision  I 
thought  it  might  be  proper  to  talk  a  moment  on  our  timber  tax  in 
Maine,  because  that  timber  tax  was  instituted  in  1820,  when  Maine 
became  a  state,  and  is  still  a  going  concern. 

TAXES  IN  MAINE 

Frank  H.  Hollev 

Real  estate  taxation  in  Maine  is  divided  into  two  very  distinct 
classes,  viz:  that  which  is  located  in  incorporated  towns  and  cities, 
and  that  which  is  located  in  the  unincorporated  districts  of  the 
state.  The  incorporated  places,  through  their  local  assessors,  fix 
the  values  of  such  areas  as  come  under  their  jurisdiction,  and  the 
local    rate   determines   the   tax.      The   unincorporated   districts   are 
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valued  by  the  state  board  of  equalization,  and  the  rate  is  fixed  by 
a  combination  of  state,  county,  and  special  forestry  district  taxes. 

Lands  in  the  incorporated  places  naturally  take  a  far  heavier 
tax  rate  than  do  the  unincorporated  or  wild  land  townships, 
because  the  tax  burden  reflects  all  the  usual  costs  of  running  a 
municipality,  whereas  in  the  unincorporated  wild  lands  there  are 
no  costs  of  local  government  or  social  service  to  be  considered. 

The  importance  of  timberland  taxation  is  not  entirely  hinged  on 
the  direct  revenue  raised.  In  a  forest  state  like  Maine,  where  the 
social  and  economic  set-up  depends  in  large  measure  on  proper  and 
continued  use  of  woodlands,  the  power  of  taxation  makes  possible 
the  reasonable  conservation  of  timber  resources,  and  of  the  indus- 
tries dependent  on  them,  or  renders  such  conservation  impossible. 
If  the  latter  becomes  true,  the  state  must  face  a  period  of  drastic 
timber  liquidation,  followed  by  a  long  period  of  industrial  stagna- 
tion. No  matter  where  the  ownership  of  timberland  falls,  whether 
into  public  or  private  hands,  a  period  of  50  to  100  years  is  necessary 
in  which  to  raise  a  tree  crop. 

Even  after  300  years  of  settlement,  nearly  80%  of  the  state's  area 
is  still  under  forest  or  potential  forest.  About  7  million  acres  of 
this  forest  or  potential  forest  land  is  included  within  the  boundaries 
of  the  incorporated  towns,  and  varies  from  considerable  tracts  to 
small  wood  lots.  The  balance,  equivalent  to  about  10  million  acres 
forms  the  great  unincorporated  forestry  district,  directly  valued  and 
taxed  by  the  state.  Public  ownership  has  made  but  little  headway 
so  far,  in  Maine,  and  the  great  bulk  of  the  forest  lands  are  privately 
owned.  With  an  almost  static  population,  the  conservation  and 
careful  use  of  timber  assets  is  of  greatest  moment. 

Unless  taxation  and  other  carrying  charges  are  reasonable,  the 
resultant  pressure  will  compel  over-cutting  and  lack  of  care,  and 
so  leave  the  state's  pulp  and  paper  mills  at  the  mercy  of  imported 
wood,  or  make  them  shut  down.  Many  communities  are  directly 
dependent  on  these  mills  running,  and  the  whole  state  is  indirectly 
affected  by  them.  Therefore,  the  future  prosperity  of  the  state  is 
unavoidably  entangled  with  the  whole  problem. 

The  taxation  problem  in  the  10-million-acre  forestry  district  is 
simpler  than  that  in  the  organized  towns,  and  presents,  in  many 
ways,  a  solution  for  other  states  to  consider.  With  no  municipal 
expense,  the  rate  has  been  kept  commensurately  low,  so  that  even 
when  values  were  soaring,  the  l)urden  of  carrying  has  been 
bearable. 

Granted,  however,  that  the  state  and  county  tax  rate  as  applied 
to  the  unincorporated  lands  is  reasonable  and  allows  conservation, 
the  major  problem  before  the  state  bureau  of  taxation  resolves 
itself  in  setting  fair  and  equalized  values  on  the  different  townships 
and  tracts  comprising  the  forestry  district.  An  unfair  value  neces- 
sarily favors  one  owner  unduly  at  the  expense  of  another. 
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Local  assessors,  with  more  or  less  definite  knowledge  of  their 
individual  vicinities,  do  not  exist  in  the  vast,  uninhabited  forests 
of  Maine.  Therefore,  the  state  is  dependent  on  obtaining  its  in- 
formation by  direct  examination  of  the  wild  land  townships, 
supplemented  by  the  information  that  various  landowners  wish  to 
present.  For  many  years  the  state  has  employed  timber  cruisers 
to  inspect  and  estimate  the  wild  lands,  and  while  many  tracts  still 
remain  to  be  examined  or  have  the  information  on  them  brought 
up-to-date,  much  progress  has  been  made.  In  1932  a  further  refine- 
ment of  equalization  was  begun,  by  which  the  location  and 
accessibility  of  timber  was  mirrored  by  set-ups  carrying  dififerent 
unit  values  for  different  regions,  instead  of  using  blanket  stumpage 
values  for  the  whole  state,  as  had  been  done  prior  to  that  date. 

Under  a  general  property  tax,  continued  re-examination  of  tim- 
berlands  is  necessary,  in  order  that  the  tax  burden  may  be  fairly 
distributed.  A  cruise  furnishes  valid  data  for  only  a  restricted 
number  of  years.  Theoretically,  one  might  add  each  year  a  certain 
amount  of  timber  for  annual  increment,  substract  the  cut,  and  so 
continue  almost  indefinitely,  with  the  balance  of  timber  on  hand 
fixing  the  comparative  tax.  The  trouble  is  that  nature  does  not 
always  work  under  rules.  Fires  or  insect  epidemics  may  change 
things.  Nor  can  annual  growth,  as  yet,  be  predicted  with  any 
great  certainty  or  exactness.  Therefore,  to  do  justice  to  the  land- 
owner and  to  the  public,  a  continual  gathering  of  data  is  indicated, 
so  that  timber  properties  may  all  bear,  in  due  and  just  proportions, 
their  individual  share  of  the  whole  tax. 

I  will  not  go  into  the  methods  of  cruising.  We  try  to  strike  a 
medium  between  intensive  and  extensive  work,  applying  the  same 
general  system  to  all  tracts,  with  variation  to  fit  special  cases. 
Understand  that  these  unincorporated  lands  are,  in  a  large  part, 
wilderness,  unapproached  by  other  than  wood's  roads,  and  often 
onl)'  reached  by  canoe.  Cruising  parties  have  to  go  in  with  com- 
plete equipment  and  supplies. 

With  stumpage  dropping,  and  with  no  demand  for  it,  so  that 
timberland  owners  were  without  income,  the  board  of  equalization 
believed  that  fairness  and  good  public  policy  demanded  a  tax  reduc- 
tion in  1932.  The  value  of  the  wild  lands,  where  stumpage  had 
receded  from  an  average  $5  a  cord  basis  to  about  a  $2  a  cord  basis, 
shrank  from  75  million  dollars  in  1930  to  65  million  dollars  in 
1932.  Even  with  this  help,  it  has  been  difficult  for  many  landowners 
to  pay  their  tax. 

In  order  to  perfect  a  living  and  fair  system  of  valuation,  we  set 
up,  in  1932,  a  complete  record,  so  far  as  available,  of  each  tract 
in  the  forestry  district.  This  gives,  in  effect,  a  ledger  account  with 
that  individual  tract.  The  area  of  forested  land,  waste  and  water, 
and   the   quantities   of   timber   and   pulpwood  are   entered.     If  any 
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cut  has  been  made  since  the  cruise  which  determined  these  figures, 
proper  deductions  are  made,  and  a  balance  struck. 

To  the  amounts  of  standing  timber  and  pulpwood,  a  fair  stump- 
age  rate  is  applied,  which  leads  up  to  the  gross  timber  value  of 
the  tract.  From  this  gross  value  is  deducted  a  certain  percentage, 
which  represents  the  amount  which  normally  would  be  eaten  up 
by  carrying  charges  between  the  present  time  and  the  end  of 
liquidation.  This  gives  us  a  fair  present  value  for  the  timber. 
To  this  is  added  a  "  stripped  land  "  value,  that  is,  the  value  of  the 
land  and  growth  below  merchantable  sizes.  The  final  scene  gives 
the  value  on  which  to  base  the  tax. 

The  matter  of  timberland  taxation  in  the  incorporated  towns  is 
one  which  cannot  be  adequately  treated  in  this  short  paper,  but  it 
is  becoming  increasingly  serious.  A  crop  which  can  be  harvested 
only  once  in  a  lifetime  will  not  bear  continuous  heavy  annual 
taxation.  If  this  takes  place,  the  private  owner  is  driven,  by 
economic  pressure,  to  stripping  off  all  the  immediate  value  that 
he  can,  and  allowing  the  balance  and  the  land  to  go  for  taxes. 
Such  a  policy  means  not  only  private  hardship,  but  leaves  the 
public  with  non-income-producing  real  estate,  which  it  can  neither 
get  rid  of  nor  realize  on. 

One  organized  place  in  Maine,  with  an  area  of  22,000  acres, 
bears  mute  testimony  to  the  seriousness  of  the  tax  situation.  We 
discover  that  the  owners  of  an  11,000-acre  tract  have  not  met  their 
tax  assessments,  and  now  we  find  the  town  in  possession,  by  tax 
deeds,  of  one-half  of  its  area,  with  no  attempt  being  made  by  the 
former  owners  to  redeem  under  the  law.  In  fact,  it  is  common 
knowledge  that  no  attempt  will  be  made  to  regain  possession  of 
this  area. 

Maine  depends  largely  upon  real  estate  taxation  for  her  revenues, 
and  consequently,  all  classes  of  real  estate  carry  a  heavy  burden, 
which  has  become  particularly  distressing  during  the  past  few 
years.  Several  attempts  have  been  made,  through  legislative 
channels,  to  pass  intangible  or  income  tax  laws,  thus  far  without 
success.  A  bill  proposing  an  intangible  tax  was  initiated  by  the 
people  of  the  state  during  the  year  1932.  Xo  competing  measure 
was  offered  by  the  1933  legislature,  and  the  electorate  in  Maine, 
by  a  decided  vote,  rejected  the  initiated  bill.  It  was  apparent  to 
many  who  were  in  close  touch  with  the  tax  situation  that  the  result 
of  this  vote  was  not  so  much  an  objection  to  an  intangible  tax  as 
it  was  an  indication  of  the  attitude  of  the  people  who  were  silently 
serving  notice  that  no  additional  tax  of  any  kind  would  receive 
their  approval  at  this  time. 

Since  then,  sales  tax  bills,  and  various  kinds  of  so-called  modern 
tax  measures  have  flooded  the  committee  on  taxation  of  the 
legislature,  and  from  all  these,  the  only  new  form  of  taxation 
enacted  into  a  law  was  the  Retail  Store  Tax  Act,  which  was  passed 
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by  the  legislature  of  1933  and  was  supposed  to  cure  all  tax  evils 
and  leave  the  treasury  with  an  unfailing  surplus.  The  disappoint- 
ment has  been  tremendous.  In  fact,  the  disappointment  is  much 
greater  than  the  surplus.  This  act  provided  for  the  following  license 
fees: 

1.  P"or  1  store,  $1. 

2.  Upon  each  store  in  excess  of  1   store,  but  not  exceeding  5 
stores,  $5. 

3.  Upon  each  store  in  excess  of  5  stores,  but  not  exceeding  10 
stores,  $10. 

4.  Upon  each  store  in  excess  of  10  stores,  but  not  exceeding  15 
stores,  $15. 

5.  Upon  each  store  in  excess  of  15  stores,  but  not  exceeding  25 
stores,  $25. 

6.  Upon  each  store  in  excess  of  25  stores,  $50. 

In  addition  to  the  license  fee,  a  filing  fee  of  50c  is  required 
for  each  store. 

In  view  of  the  fact  that  the  scale  of  fees  was  so  small,  it  was 
deemed  wise  to  expend  as  little  as  possible  in  obtaining  our  initial 
list  of  stores  and  persons  making  retail  sales.  In  obtaining  this  list, 
we  used  the  Maine  Register,  telephone  books,  and  newspaper  ad- 
vertisements, which  gave  us  surprisingly  accurate  identification 
cards. 

With  25,000  miles  of  highway,  517  municipalities,  and  a  popula- 
tion of  only  860,000,  one  may  imagine  how^  difficult  the  enforcement 
of  this  law  is.  The  expense  of  collection  is  rather  an  alarming 
percentage,  but  to  keep  the  cost  even  to  25%  of  the  revenue,  a  large 
part  of  the  inspection  work  has  been  done  by  those  in  other 
divisions  of  the  bureau,  at  no  expense  to  the  store  tax  account.  Had 
investigations  for  delinquents  been  strenuously  featured,  or  had 
any  form  of  enforcement  extravagance  been  indulged  in,  the  total 
revenue  would  have  been  completely  absorbed  by  the  legitimate 
expense. 

For  the  period  July  1,  1933,  to  June  30,  1934,  we  issued  15,075 
licenses,  and  had  collected  $45,094.50,  at  an  expense  of  $11,530.72. 
This  expense  included  all  office  equipment  required  in  the  new 
set-up,  as  well  as  actual  administrative  expenses. 

The  second  year  we  have  been  able  to  show,  up  to  September  1 ,  a 
decided  reduction  in  administrative  costs,  and  an  increased  collec- 
tion. From  July  1  to  September  1  last  year,  we  had  collected 
$40,357  at  an  expense  of  $5166.  The  corresponding  period  of  the 
present  year,  we  have  collected  $41,078  at  an  expense  of  $2324. 
The  estimated  expenses  for  the  balance  of  the  fiscal  period  amount 
to  $5000,  or  a  saving  in  administrative  expenses  in  the  Retail  Store 
Tax  Division  in  its  second  year  in  excess  of  35%. 

A  comparison  with  the  cost  of  collecting  the  gasoline  tax  is 
interesting.      The   Gasoline   Tax    Division   was   transferred   to   the 
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Bureau  of  Taxation  under  the  Atlniinistrative  Code  Act  on  January 
1,  1932.  In  1931  the  administration  cost  of  collection  of  $4,622,- 
668.71  of  gasoHne  tax  was  $32,712.94;  in  1932,  after  the  Ad- 
ministrative Code  Act  went  into  effect,  the  cost  of  collection  of 
$4,398,034.55  was  $21,897.92;  and  in  1933,  continuing  under  the 
Administrative  Code,  the  cost  of  collecting  $4,266,744.29  was 
$16,073.72.  These  figures  indicate  that  we  have  reduced  the  cost 
of  gasoline  tax  collection  in  1933,  as  compared  with  1931,  over  507o, 
and  that  we  are  now  collecting  the  tax  on  gasoline  for  less  than 
4/10  of  1%  of  the  revenue.  It  might  also  be  interesting  for  you 
to  know  that  the  gasoline  tax  collected  in  1934,  up  to  September  1, 
was  $3,009,592.42,  at  a  cost  of  $10,454.80;  whereas  there  was  col- 
lected in  1931,  the  peak  year,  during  the  corresponding  period, 
$2,995,960.80,  at  a  cost  of  $22,613.75.  Should  the  legislature  later 
remove  the  refund  clause  in  the  gasoline  tax  law,  the  cost  would 
again  be  reduced  by  a  substantial  percentage. 

All  store  tax  licenses  expire  on  June  30  of  each  year,  and  on  or 
before  July  1,  application  for  renewal  of  licenses  must  be  filed.  No 
license  lapses  prior  to  the  31st  day  of  July  next  following  the  year 
for  which  the  license  was  issued.  If  by  July  31  an  application  for 
renewal  has  not  been  filed,  the  law  requires  that  each  delinquent 
license-holder  shall  be  notified  by  registered  mail.  With  a  delin- 
quency of  approximately  307o  this  registered  mail  procedure  proves 
to  be  an  expensive  proposition,  and  in  the  opinion  of  many,  that 
part  of  the  law  may  very  properly  be  amended.  This  would  make 
a  reduction  in  collection  costs. 

Section  7  of  the  Act  contains  some  language  which  may  have  a 
familiar  sound  to  those  of  you  who  have  store  tax  laws  to  enforce : 

"  Sec.  7.  Definition  of  term  '  store.'  The  term  store  is  used 
in  this  act  shall  mean  and  include  any  store  or  stores,  shop, 
mercantile  establishment,  office,  warehouse,  depot,  business 
stand  or  station  or  other  place  where  trade  or  business  is  car- 
ried on,  where  goods,  wares  and  merchandise  of  any  kind  are 
sold  at  retail,  but  shall  not  be  construed  to  apply  to  any  place 
of  business  conducted  principally  for  the  sale  and  distribution 
of  gasoline  and  petroleum  products." 

By  the  exemption  appearing  in  this  section,  it  would  seem  that 
the  oil  boys  were  there,  in  the  front  seats,  at  the  appointed  time, 
and  the  result  is  a  silent  testimonial  to  their  ability. 

This  exemption  has  given  rise  to  many  other  claims  for  exemp- 
tion. The  farmers  feel  that  they  should  have  been  protected  by 
some  group  having  their  interests  at  heart.  The  small  retailer, 
whose  gross  income  may  be  only  a  few  dollars  a  year,  feels  that 
his  business  is  imposed  upon.  If  one  doubts  that  these  retailers 
are  in  earnest  in  their  protests,  such  doubts  will  be  dispelled  after 
travelling  one  day  in  rural  Maine  with  one  of  our  investigators 
selling  licenses  to  small  dealers. 


254  NATIONAL  TAX  ASSOCIATION 

The  experience  of  this  bureau  with  this  new  type  of  tax  does 
not  justify  its  continuance,  unless  the  law  can  be  amended  in  such 
manner  as  to  increase  income  and  decrease  collection  costs. 

Chairman  J.  W.  Oliver  :  Thank  you,  Mr.  Holley.  I  am 
amazed  that  the  states  have  overhead  costs,  as  well  as  business, 
when  it  comes  to  administering  taxes. 

I  think  the  two  speakers  listed,  since  they  are  covering  subjects 
so  nearly  alike,  should  be  heard  from  before  we  open  up  for  dis- 
cussion. I  don't  know  that  that  was  the  understanding,  but 
Commissioner  Long  told  me  a  minute  ago  that  I  was  sufficiently 
autocratic  to  be  a  tax  commissioner,  so  I  am  going  to  make  that 
rule.  However,  I  wish  all  of  you,  in  fairness  to  the  first  speaker, 
would  make  a  note  now  of  some  questions  you  may  wish  to  ask 
when  the  floor  is  open  for  discussion,  so  you  will  give  him  a 
chance  to  explain  some  more  of  these  matters  to  you. 

Now,  it  is  my  pleasure  to  introduce  to  you  J\Ir.  Erwin  I\I.  Harvey, 
state  commissioner  of  taxes,  of  \' ermont — Mr.  Harvey. 

Erwin  M.  Harvey  (Vermont)  :  Mr.  Chairman,  my  energetic 
motions  just  then  were  due  to  the  fact  that  some  emissary  of  the 
New  England  Power  Association,  which  I  am  taxing,  has  stretched 
an  electric  light  line  across  here.  I  don't  know  whether  there  was 
any  malice  in  it  or  not.  I  am  not  going  to  ask  that  it  be  removed 
because  of  the  fact  that  in  our  present  New  England  hook-up,  the 
electrical  energy  being  consumed  here  may  be  coming  down  from 
\>rmont,  and  I  am  getting  a  tax  on  it. 

I  greet  you  as  fellow  sufferers.  I  think  that  term  will  apply  to 
all  of  us.  Those  of  us  who  are  engaged  in  the  collection  of  taxes 
are  certainly  doing  some  suffering,  and  those  of  you  upon  whom 
we  operate,  judging  by  the  sounds  that  go  forth,  indicate  that  you 
Tvere  laboring  under  the  delusion,  at  least,  that  you  were  suffering. 

I  don't  know  why  I  am  here  except  that  there  has  grown  up 
among  my  associates  in  the  New  England  tax  group  the  idea  of 
calling  upon  me  to  fill  out  the  balance  of  the  program,  in  order  to 
wake  up  the  audience  and  send  them  out.  I  am  not  supposed  to 
talk  taxes.    I  am  supposed  to  tell  a  few  stories  and  get  out  quickly. 

I  am  a  little  embarrassed  here,  for  two  reasons,  first,  I  under- 
stand that  that  good  Democrat  from  Rhode  Island,  Judge  Leahy, 
is  attending  a  Democratic  convention  today,  down  there,  and  T 
lack  the  inspiration  of  his  presence,  because  we  always  have  to 
exchange  a  few  words  as  to  the  health  and  happiness  of  the 
southern  Democrats  up  in  Vermont.  Also,  I  am  a  little  bit  em- 
barrassed because  I  don't  like  to  inflict  second  hand  stories  on  you. 
This  morning  I  had  to  go  out  and  operate,  out  in  the  ante  room 
here,  upon  a  couple  of  Massachusetts  corporations,  to  see  if  I  could 
get  a  tax  out  of  them ;  and  I  don't  know  what  stories  were  told  in 
my  absence. 
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I  will  say  this  in  passing,  I  looked  the  subject  over  and  I  found 
that  Dr.  Henry  Long  had  got  there  first,  and  the  patient  had  had 
all  of  his  vital  organs  removed.  The  hearing  was  postponed  until 
sometime  next  week,  until  we  can  give  him  a  more  thorouglT 
check-up  to  see  what  there  is  left  for  Vermont  to  tax.  My  friend 
Long  always  stresses,  as  he  did  the  other  night  in  welcoming  us 
to  the  Massachusetts  hospitality,  the  fact  that  Massachusetts  is  a 
commonwealth,  but  "  commonwealth  "  doesn't  mean  any  community 
of  interest  when  it  comes  to  the  question  of  taxation.  If  he  gets 
there  first,  I  have  to  do  some  squirming  to  get  my  share  of  the  tax. 

This,  you  know,  is  supposed  to  be  an  experience  meeting. 
Experience  meetings  you  will  remember  back  in  the  good  old 
country  days  when  we  went  to  prayer  meeting,  not  necessarily  to 
worship  God,  but  to  see  our  best  girl  home.  The  story  comes  down 
to  us  from  Vermont  that  the  good  old  deacon  was  very  desirous 
that  his  son  should  participate  in  the  meetings,  and  he  said,  "'  John, 
you  are  to  get  up  now  and  show  your  interest  in  these  affairs,  and 
speak  in  meeting,"  as  it  was  called.  But,  John  said,  "  I  cannot  do  it. 
Father,  I  don't  know  what  to  say."  "  Well,"  said  the  deacon, 
■'  you  let  me  go  ahead  and  I  will  speak,  and  in  a  few  minutes  you 
can  follow  me,  and  you  can  get  some  suggestions  from  my  remarks." 
So,  the  good  deacon  got  up  and,  among  other  things,  he  reminded 
the  Lord — and  probably  the  Lord  didn't  need  any  reminding  at 
all — that  he  was  a  poor  miserable  worm  of  the  dust.  As  soon  as 
he  sank  into  his  seat,  John  jumped  up  and  said,  "  Ha,  ha,  ha,  I  am 
a  poor  miserable  wormy  cuss  just  like  my  father." 

I  assume  it  was  thought  that  by  reason  of  the  fact  that  Vermont 
has  experimented  in  the  last  few  years  with  two  forms  of  intangible 
tax  law,  an  income  tax,  an  electrical  energy  tax,  a  beverage  tax, 
and  a  so-called  gross  retail  sales  tax,  all  of  which  have  been  inflicted 
upon  my  office  and  upon  me,  that  I  ought  to  be  in  a  position  to 
relate  some  experiences,  religious  or  otherwise. 

Vermont  approached  the  income  tax  field  very  reluctantly.  I 
was  somewhat  a  belated  convert  to  the  idea.  I  feared  that  the 
idea  of  a  thorough  raking  of  the  great  state  of  Maine,  with  its 
limited  wealth  and  income  and  its  scattered  population,  with  an 
expensive  income  tax  machine  would  be  what  the  fellow  said  about 
eating  soup  with  a  fork,  more  exercise  than  profit.  However,  we 
tried  it  and  by  the  use  of,  I  will  say,  outrageous  economy,  we  have 
gotten  by.  Our  income  has  not  been  much  as  measured  by  some 
of  our  neighbors.  It  w'ould  sound  perhaps  somewhat  trifling  to 
you,  who  are  dealing  in  figures  running  into  the  millions,  to  say 
that  we  have  collected  a  little  less  in  our  best  year  than  $700,000; 
but,  as  a  means  of  supplementing  our  tax  on  real  estate  and  tangible 
personal  property,  I  can  certainly  say  that  it  has  relieved  taxation. 
Why?  We  were  raising  our  tax  for  state  purposes  upon  the  same 
base  as  the  town,  and  we  collected  it  through  the  town  machinery 
and  organization. 
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The  income  tax  in  Vermont  was  sold  to  the  people  mider  the 
promise,  which  was  carried  into  the  bill,  that  direct  state  taxation 
in  Vermont  would  be  abolished  on  these  items.  As  a  result  of  that 
the  town  taxes,  which  include  the  assessment  of  the  state  tax,  have 
decreased,  and  that  has  been  a  material  benefit  in  a  state  where, 
after  all  is  said  and  done,  we  have  always  in  the  past  and  must  in 
the  future  rely  upon  our  real  estate  tax  as  forming  the  basis  of 
local  assessments.  Why  ?  Because  there  isn't  anything  else  there. 
Now,  that  is  the  best  answer  that  I  know  of. 

You  can  theorize  about  broadening  your  tax  base  all  you  want  to. 
We  have  broadened  it  until  we  shoved  it  clear  across  the  Connecti- 
cut River  into  Xew  Hampshire,  and  Xew  Hampshire  shoved  their 
base  back,  and  we  had  to  go  to  the  United  States  Supreme  Court 
to  find  out  where  the  line  was.  I  just  met  Judge  Spring  and  he 
doesn't  know  now,  and  neither  do  I.  I  do  not  very  often  deal  with 
figures  but  here  is  a  suggestion :  taking  all  kinds  of  taxes  and  fees, 
and  what  ever  you  call  them — because  this  trying  to  explain  to 
our  people  that  there  is  a  distinction  between  a  gasoline  tax  and 
the  motor  vehicle  fee  doesn't  get  anywhere  because  it  is  all  money — 
taking  all  of  those  put  together,  the  state  of  Vermont  through  its 
various  sources,  because  my  department  does  not  do  it  all,  collected 
in  the  fiscal  year  ending  July  1st  last,  a  little  over  $7,000,000;  and 
of  that  enormous  sum  the  average  man  on  the  street  or  on  the 
farm  pays  in  the  form  of  direct  taxation  to  the  state  of  Vermont 
the  enormous  sum  of  $1.50  a  year,  which  is  a  flood  tax  levied  and 
pledged  for  the  payment  or  part  payment  of  interest  on  the  flood 
bonds,  which  we  had  to  float  following  the  disastrous  flood  of  1927. 
But,  that  is  not  all  there  is  to  the  story :  the  records  which  came 
down  to  me  from  Vermont  within  the  last  two  days,  because  this 
is  the  time  that  my  office  has  to  file  certain  papers  with  another 
department,  which  become  the  base  for  some  things,  and  reflect, 
as  it  were,  the  town  condition — if  the  towns  should  succeed  in 
collecting  this  year  their  local  taxes,  they  would  collect  a  little  over 
$8,000,000.  Now,  I  am  stressing  those  figures  because  it  shows  the 
relative  proportion  between  the  state  assessment  and  collection  and 
the  towns. 

Turning  briefly  to  some  of  these  other  taxes,  I  am  not  quite  in 
the  same  class  with  my  friend  HoUey  from  Maine.  He  had  a  sort 
of  sales  tax.  I  am  in  the  same  situation  as  the  old  deacon  who  had 
been  in  a  row  with  his  neighbor  over  the  line  fence  and  at  family 
prayers  one  night  he  said,  after  he  had  enumerated  all  the  different 
things  he  wanted  to  remind  the  Lord  about,  "  As  for  neighbor  Jones, 
we  will  say  nothing  about  him."  Now,  the  less  said  about  our 
so-called  gross  retail  sales  tax,  the  better.  I  have  to  be  rather 
guarded  in  my  language,  because  the  attorney  general  and  I  are 
party  defendants  in  a  very  serious  bill  in  chancery,  brought  by  two 
of  the  leading  chain  stores  to  prevent  the  collection  of  this  so-called 
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outrageous  and  unconstitutional  tax.  I  am  not  coming  down  here 
to  Boston  and  then  having  to  go  back  up  to  Vermont  and  have 
their  counsel  say  to  me,  "  IMr.  Harvey,  didn't  you,  in  Boston,  say 
so  and  so?  "  I  made  the  prediction  or  guess  down  at  Greenfield  last 
fall  that  this  law  was  an  ass.  After  maturer  deliberation  and  some 
experience  I  am  compelled  to  beg  the  pardon  of  those  animals,  and 
say  that  my  guess  was  wrong;  it  doesn't  belong  in  that  classifica- 
tion. I  should  say  at  the  present  time  that  the  law  was  a  mule, 
because  you  remember  the  mule  never  reproduces. 

I  am  not  as  bad  off  as  Mr.  Holley,  here.  He  is  a  good  deal  like 
that  colored  woman  down  south  whose  boy  rode  on  the  merry-go- 
round,  you  remember,  and  she  said,  "  Son,  you  done  spent  yo' 
money  and  you  ain't  been  nowhere."  Holley  collects  some  money 
but  he  is  worn  all  out  for  lack  of  grease. 

Chairman  J.  W.  Oliver  :     You  have  two  minutes. 

Erwin  M.  Harvey  (continuing)  :  Thanks  for  the  reminder.  I 
saw  the  handwriting  on  the  wall  and  succeeded,  not  withstanding 
the  injunction,  in  collecting  $16,000  in  chain  store  tax.  Why,  there 
is  evidence  tending  to  show  that  this  was  a  bill  aimed  at  chain 
stores.  Now,  whether  that  is  good  law  or  not  is  a  matter  for 
serious  debate;  and  what  the  next  legislature  will  do  with  it,  I 
don't  know.  I  am  reminded  of  Hon.  Joseph  Wing,  late  of  Mont- 
pelier,  and  father  of  our  beloved  fellow  member  of  the  bar,  George 
Wing.  It  is  related  that  Uncle  Joseph,  as  he  was  called,  stood  up 
before  the  Vermont  supreme  court,  in  one  of  his  last  appearances, 
and  as  he  closed  he  said,  ''  Such  is  the  law  today ;  what  it  will  be 
when  this  court  gets  through  with  it,  God  only  knows." 

Chairman  J.  W.  Oliver:  Thank  you,  Mr.  Harvey.  I  am  sure 
1  can  speak  for  the  audience  in  saying  that  they  have  been  well 
entertained.  The  more  I  hear  you  speak,  the  more  I  like  to  hear 
you  speak.  I  am  sorry  that  we  cannot  have  you  on  the  program 
more  often,  and  I  think  the  National  Tax  Association  would  do 
well  to  consider  having  you  on  three  or  four  times  next  year. 

I  am  reminded  of  a  statement  made  here  by  Mr.  Wakefield,  when 
I  asked  him  a  question  about  the  subsidiary  companies.  He  said 
we  should  take  a  longer  view  and  look  two  or  three  years  ahead. 
Mr.  Harvey  tells  us  of  the  experience  he  has  when  he  tries  to  make 
collection  of  a  tax  after  Mr.  Long  has  preceeded  him,  and  I  am 
wondering  how  we  can  reconcile  looking  forward  two  or  three 
years  as  enabling  us  to  get  any  benefit  out  of  the  subsidiary  com- 
panies, unless  they  expect  to  take  you  for  a  ride,  Mr.  Long,  or 
expect  you  to  be  elevated,  or  get  changed  about  through  some  po- 
litical upheaval  up  here — I  don't  know  just  what  is  meant.  He  was 
undoubtedly  talking  about  IMassachusetts  primarily.  Are  there  any 
questions  or  any  statements  anyone  wants  to  make  from  the  floor  ? 
We  have  plenty  of  time. 
17 
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L.  B.  P.  HiNES  (Maine)  :  ^Ir.  Holley  made  the  observation  that 
the  store  tax  in  Maine  seemed  to  have  aimed  at  the  chain  store 
group :  I  think  it  might  be  of  interest  as  to  how  much  of  the 
$45,000  was  contributed  by  the  chain  store  group. 

Frank  H.  Holley  :  Approximately  $20,000. 

Chairman  J.  W.  Oliver:  When  Mr.  Holley  was  talking  about 
the  chain  store  tax,  I  saw  INIr.  Zoercher  bubbling  over.  I  wonder 
if  he  hasn't  some  remarks  he  would  like  to  make  about  that. 

E.  L.  Cleavelaxd  ( Xew  York):  Mr.  Holley  stated  that  the 
reason  that  the  gasoline  service  stations  were  exempted  from  the 
chain  store  tax  in  Elaine  was  because  the  oil  boys  were  in  the  front 
row.  As  a  matter  of  fact,  it  seems  to  me  that  it  is  a  perfectly 
legitimate  exemption,  due  to  the  fact  that  the  gasoline  service 
stations  represent  branches  of  Mr.  HoUey's  office,  in  that  twenty- 
five  percent  of  their  receipts  from  the  gasoline  tax  are  turned  over 
to  him.  That  too,  I  think,  accounts  for  the  fact  that  he  says  that 
the  cost  of  collecting  gasoline  taxes  by  the  state  of  Maine  is  four- 
tenths  of  one  percent  of  the  receipts.  The  real  reason  for  that  h 
that  we  do  all  the  work. 

Chairman  J.  W.  Oliver  :  After  hearing  your  statement  clarify- 
ing the  challenge,  I  thought  we  might  come  around  and  take  a  few 
lessons  from  you,  but  now  I  see  there  is  some  justification  for 
getting  a  little  consideration  in  that  3'ou  are  doing  part  of  Mr. 
Holley's  work. 

Any  more  comments  from  the  floor  or  any  questions  ?  If  not, 
I  am  going  to  call  on  ]Mr.  Long  to  sort  of  review  this  thing  and 
see  if  he  cannot  stir  up  a  little  enthusiasm  for  further  discussion. 
Will  you  explain  some  of  the  points  that  occur  to  you,  iMr.  Long. 

Henry  F.  Long  (]\Iassachusetts)  :  Mr.  President  and  Friends 
of  the  conference,  as  a  matter  of  fact  I  suggested  to  Mr.  Oliver 
that  there  were  two  points  here  to  be  discussed.  I  made  the  mistake 
of  suggesting  it,  because  I  am  told  it  is  traditionally  sound  practice 
that  officers  of  the  association  should  keep  very  silent  in  these 
conferences,  but  inasmuch  as  Mr.  Oliver  has  given  me  the  privilege 
of  the  floor,  and  I  assume  that  the  serious  business  of  the  associa- 
tion's afternoon  activities  are  over,  I  am  going  to  make  some 
observations.  Frankly  I  don't  know  just  what  they  are  going  to 
be,  as  I  have  not  been  thinking  in  terms  of  saying  anything  along 
these  lines  or  observing  anything  with  respect  to  the  subject  matter 
of  the  afternoon  conference.  Therefore,  what  I  shall  say  will  occur 
as  I  go  along. 

First,  it  might  be  well  to  start  with  Mr.  Wakefield's  paper,  and 
there  we  run  into  a  very  serious  difficulty;  we  run  into  the  difficulty 
of  government,  on  one  hand,  being  obliged  to  get  revenue  for  what 
government  on  the  same  hand  has  decided  was  a  proper  subject 
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for  inclusion  in  the  established  budget.  Now,  unquestionably,  there 
has  been  a  very  rapid  movement  between  the  things  that  the  private 
budget  previously  cared  for  and  what  the  public  budget  is  now  being 
asked  to  care  for.  Now,  whether  those  were  real  expressions  of 
the  body  of  the  people,  1  don't  know.  I  assume  because  the  people 
have  accepted  whatever  benefits  came,  they  were  at  least  not  unac- 
ceptable to  them,  and  if  they  had  the  imagination  that  might  have 
developed  these  many  things  that  the  government  has  done  in  order 
to  help  the  individual — things  like  health,  education,  protection  of 
property,  that  now  run  operation  costs  into  the  millions  of  dollars — 
they  are  responsible.  We  have  that  on  one  hand,  and  no  way  of 
avoiding  it,  and  that  is  something  government  starts  with  at  tlie 
threshold.  So  far  as  tax  administration  is  concerned,  that  starts 
with  the  tax  bill  that  has  already  accumulated,  so  that  every  tax 
administrator,  in  theory  at  least,  has  a  requirement  laid  before  him 
running  anywhere  from  a  few  thousand  dollars  to  a  few  million 
dollars;  and  while  it  is  not  proper  to  say  that  his  job  is  to  collect 
that  bill,  as  a  matter  of  fact  that  is  almost  true,  because,  within  the 
sweep  of  the  tax  laws,  he  must  bring  that  revenue  into  the  treasury 
in  order  to  pay  this  bill  which  has  already  been  created  and  over 
which  he  has  no  control.  Now,  it  may  be  that  in  administration 
it  is  the  way  of  wisdom  to  either  follow  the  law  strictly  and  let  the 
chips  fall  where  they  may,  or  use  a  little  judgment,  if  such  is  per- 
mitted under  the  statute,  and  allow  some  looseness  in  the  joints,  in 
order  to  work  out  what  might  seem  to  be  the  fair  thing  in  a  given 
instance.  That  puts  the  tax  administrator  up  against  the  proposition 
of  either  considering  taxpayers  collectively,  as  a  unit,  or  singling 
out  the  individual  taxpayer  and  undertaking  to  treat  with  him.  Now, 
if  you  have  twelve  taxpayers  and  you  have  twelve  weeks  to  decide 
something,  you  can  probably  give  very  careful  attention  to  every 
one  of  the  twelve.  But,  if  you  have  one  million  two  hundred 
thousand  taxpayers  to  deal  with  in  twelve  weeks,  it  is  perfectly 
certain  that  there  isn't  time  enough  in  each  day  for  the  application 
of  the  principles  which  you  all  like  to  think  should  be  in  control  in 
the  treatment  of  each  individual  taxpayer.  Now,  the  administrator 
at  that  point  is  faced  with  the  necessity  of  making  a  blanket  regula- 
tion or  blanket  administrative  practices  or  blanket  interpretations  of 
the  statute  to  cover  all  taxpayers  as  if  they  were  a  single  unit.  The 
tax  administrator  there  again  is  faced  with  another  situation,  that 
is,  shall  he,  in  the  calculation  of  the  tax,  devise  the  least  possible 
tax  for  every  taxpayer,  or  shall  he  devise  the  greatest  possible  tax 
under  the  statute  for  every  taxpayer.  There  may  be  arguments  on 
both  sides  of  that  particular  problem.  I  am  not  sure  but  what, 
if  we  were  as  bright  as  perhaps  we  ought  to  be,  that  we  could  work 
out  somehow  some  kind  of  a  plan  that  would  make  every  taxpayer, 
when  he  received  his  tax  bill,  have  a  smile  spread  across  his  face 
that  would  be  fairly  comparable  to  the  morning  sun,  in  the  thought 
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that  after  all  he  had  got  out  with  a  less  tax  bill  than  he  w^s  possibly 
entitled  to. 

Now,  the  suggestion  has  been  made  in  that  connection  that  a  lot 
of  people  paying  the  taxes  would  prefer  to  pay  more  taxes  rather 
than  less,  if  they  did  not  have  the  expense  of  making  up  these 
reports  and  the  figures  which  are  required,  and  that,  of  course,  at 
least  to  be  a  little  facetious,  suggests  perhaps  the  conclusion 
accepted  for  solving  any  of  these  problems,  the  answer  being  to  have 
every  taxpayer  set  up  on  his  tax  return  the  amount  of  tax  which 
he  calculates  he  ought  to  set  up  as  a  reserve,  and  then  have  the  tax 
administrator  give  him  a  tax  bill  one  cent  or  ten  cents  less  than 
that  particular  amount.  Of  course,  you  cannot  do  it  by  any  such 
simple  process  as  that.  Therefore,  there  comes  a  very  difficult 
decision  for  the  tax  administrator  to  make,  and  that  is,  shall  we 
require  the  taxpayer  to  give  us  all  possible  information  or  shall  we 
ask  him  only  to  give  a  skeleton  amount  of  information.  We  have 
had  some  experience  with  both  kinds  of  activities.  First,  we  have 
had  the  experience  of  letting  the  taxpayer  give  us  a  skeleton  form 
of  return.  Now,  of  course,  there  are  no  representatives  of  cor- 
porations here,  as  tax  representatives,  who  would  do  this  thing, 
but  the  people  who  are  not  represented  here,  we  found,  gave  us 
a  return  which  was  designed  to  give  a  low  tax.  Now,  that  kind 
of  people  we  do  not  ever  see  in  a  tax  conference.  Those  people 
that  we  have  here  have  given  us  figures  to  bring  out  the  greatest 
tax  and  to  be  of  assistance  to  the  tax  administrator.  Now,  we 
struggle  at  that  point  between  the  person  who  will  designedly 
under  estimate  or  give  us  false  figures  and  the  person  who  is  honest 
in  making  his  returns,  and  therefore  my  answer  to  that  point  is 
this,  that  if  the  corporations  collectively  will  agree  to  have  a  uniform 
system  of  accounting,  will  agree  to  uniform  honesty  in  the  filing  of 
returns,  and  in  the  uniform  methods  of  deductions,  depreciation,  and 
the  like,  then  I  think  that  the  ideal  tax  report,  which  has  been  called 
attention  to,  can  be  devised.  Now,  that  is  not  at  all  with  the  thought 
of  putting  the  tax  administrator  at  the  point  of  refusing  to  reduce 
the  requirements  of  the  corporation.  Unfortunately,  during  the  last 
two  or  three  years,  the  amount  that  could  be  fairly  laid  against  a 
corporation  was  small,  and  therefore  a  corporation  might  have  a 
sixteen  cent  tax  with  a  four  hundred  dollar  cost,  but  the  four  hun- 
dred dollar  cost  would  be  no  greater  if  the  corporation  had  $160,000 
tax,  because,  so  far  as  I  have  been  informed  up  to  the  present 
moment,  it  is  not  any  more  trouble  for  an  accountant  to  put  down 
five  ciphers  in  front  of  the  figure  one  or  put  down  the  figure  one 
and  put  five  ciphers  after  it,  so  that  the  difference  in  the  tax  arrived 
at  will  make  a  difference  in  the  comparison.  We  are  obliged,  as 
tax  administrators,  to  throw  on  to  a  force  of  assistants  and  clerks, 
taken  from  Civil  Service  or  otherwise,  a  vast  volume  of  assessments. 
No  one  will   say   that   information   such   as   an   accountant   or   tax 
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representative  of  a  corporation  needs  to  set  up  the  accounts  on 
the  books  of  the  corporation  should  not  be  made  available  to  the 
tax  administrator,  and  neither  he  nor  the  accountant  can  reach  a 
proper  answer  unless  he  gets  every  possible  item  of  information 
from  all  the  branches  of  the  widespread  corporation  that  he  has 
to  account  for  or  tax.  If  the  accountant  has  to  have  all  those  figures 
in  order  to  make  up  his  record  and  in  order  to  make  his  books 
correct,  what  particular  objection  can  he  have  to  a  tax  administrator 
asking  that  this  same  set  of  figures  be  passed  along  to  him  ? 

As  to  the  amplification  of  those  figures,  that  is  another  thing; 
but,  we  never  can  get,  in  my  opinion,  to  a  uniform  simple  form  of 
return  for  corporations  unless  we  can  get  to  a  simple  uniform 
method  of  accounting  and  a  simple  uniform  method  of  doing  busi- 
ness. We  are  forty-eight  states.  Theoretically  the  corporation  is 
set  up  to  do  business  in  one  state.  Because  of  state  comity  and 
because  of  the  spread  of  population,  corporations  have  found  it 
perhaps  worthwhile  to  incorporate  in  one  state  where  they  do  no 
business  whatsoever,  and  then  spread  the  vast  net  of  their  business 
activities  over  a  great  many  states,  assuming,  at  least  in  their  own 
minds,  that  they  are  mere  atmospheric  lines  which  split  the  states. 
I  do  not  find  any  fault  with  that  at  all;  I  think  it  is  a  perfectly 
good  thought ;  but  until  we  do  away  with  the  atmospheric  lines, 
we  have  to  run  states  on  state  lines,  and  we  have  got  to  consider 
that  each  corporation  that  enters  to  do  business  there  as  a  corpora- 
tion, wants  to  be  treated — because  under  the  constitution  they  can 
do  business  only  in  the  state  because  they  ask  it — like  a  citizen  in 
the  commonwealth.  Now,  technically,  in  Massachusetts  a  corpora- 
tion organized  under  the  laws  of  Delaware,  doing  business  in 
Massachusetts,  knocks  at  the  doors  of  Massachusetts  and  asks  that 
it  be  treated  just  the  same  as  a  citizen  of  Massachusetts,  and  unless 
Massachusetts  is  willing  to  let  them  come  across  the  threshold  and 
do  business  as  a  citizen  they  cannot  do  business,  irrespective  of 
what  their  charter  allows,  or  irrespective  of  any  federal  grant. 
Therefore,  if  they  come  into  a  state  and  ask  permission  to  be  i 
member  of  the  household,  they  have  to  sit  down  at  the  board  and 
eat  the  things  that  we  eat,  and  they  have  to  go  down  in  their  jeans, 
it  seems  to  me,  and  pay  for  that  which  is  given  to  them,  poor  as 
it  may  be,  in  the  same  degree  that  we  as  citizens  pay  for  the  meager 
amount  which  may  be  laid  on  the  board  in  front  of  us.  I  don't 
want  that  to  be  taken  as  an  expression  of  the  tax  administrators' 
objection  to  reports,  or  objection  to  the  idea  that  you  have  advanced. 
I  think  there  is  a  middle  ground.  I  think  this  is  it :  that  we  can, 
co-operatively  and  collectively  chisel  down  the  amount  of  work 
that  a  corporation  has  to  perform,  but  we  have  to  do  it  gradually. 
We  are  not  going  to  please  ''  A  "  and  ''  B  "  and  "  Y  "  and  "  Z," 
but  collectively  they  are  going  to  see  that  the  thing  might  be  a  lot 
worse,  and  collectively  we  are  going  to  be  all  right.     Now,  collec- 
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tively  we  have  to  assess  all  those  corporations.  We  have  to  rely  on 
the  corporation  itself,  when  it  gets  its  tax  bill,  to  check  up  with 
the  department  their  particular  problem.  You  cannot  say  to  any 
tax  administrator — at  least  I  would  not  agree  that  it  be  passed  to 
me — that  he  could  assess  100,000  corporations  as  if  they  were  a 
unit;  but  if  you  can  fairly  show  to  me,  when  one  of  those  100,000 
comes  to  me,  as  he  has  a  right  under  the  law,  for  an  abatement, 
and  lays  before  me  the  facts  that  I  should  have  in  order  to  bring 
about  a  fair  tax  on  him,  that  he  is  entitled  to  my  decision,  not 
collectively  but  my  decision  as  to  that  particular  taxpayer's  obliga- 
tion, that  is  what  we  try  to  do  in  Massachusetts.  We  frankly  try 
to  get  the  information  that  we  want;  we  frankly  try  not  to  ask 
for  too  much.  You  realize,  however,  that  that  is  difiicult.  You 
realize  that  there  are  small  corporations  and  large  corporations  with 
subsidiaries,  and  otherwise.  But,  we  lay — because  we  think  it  is 
fair  to  the  other  taxpayers,  so  far  as  actual  assessment  is  concerned, 
and  in  the  first  instance  because  we  do  it  through  clerks — the  largest 
tax  that  it  seems  fair  for  us  to  lay,  because  if  we  can  avoid  a  subse- 
quent additional  tax  by  an  audit  during  the  two  years'  period,  we 
think  it  is  better. 

Now,  we  rely  on  the  taxpayer  corporation,  when  it  gets  that  tax 
bill,  to  swear  if  it  is  too  much,  and  if  it  is  much  too  much  to  go  up 
in  the  air  and  explode ;  but  we  hope  the  man  has  interest  enough  in 
his  own  corporation  to  come  to  us  and  lay  his  story  before  anybody 
in  the  department ;  and  I  will  guarantee  that  we  will  always  send 
him  away  with  all  that  he  thinks  that  he  ought  to  have.  We  will 
try  to  send  you  out  with  the  idea  that  at  least  we  have  seen  your 
problem,  that  we  have  done  the  best  for  you,  and,  of  course,  if  it 
is  possible  we  will  undertake  to  send  you  out  with  a  smile  but 
nothing  in  your  pockets. 

Chairman  J.  W.  Oliver  :  In  behalf  of  the  taxpayer  representa- 
tives here,  I  want  to  thank  Mv.  Long  for  this  compliment  he  has 
paid  us.  I  would  like  to  get  word  back  to  a  few  others  I  know. 
Maybe  they  will  get  a  stout  heart  and  come  around  next  time  we 
have  a  meeting  of  this  kind. 

Now,  Mr.  Holcomb,  I  think  you  accomplished  your  aim  in 
shutting  me  up  so  I  would  not  be  a  disturbance  on  the  floor,  an 'J 
I  would  like  to  relinquish  this  chair  to  you. 

Chairman  A.  E.  Holcomb  :  I  think  it  is  in  very  good  hands. 
I  don't  know  of  anything  I  could  do  and  do  it  any  better.  There 
isn't  really  anything  that  I  can  see  that  Mr.  Oliver  has  not  brought 
out.     If  you  have  anything  more  to  say,  now  is  the  time  to  say  it. 

There  seems  to  be  silent  thought  and  I  think  it  is  about  time  to 
adjourn. 

(^Motion  to  adjourn  duly  made  and  seconded.) 

(.Xdjournment.) 
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October  3,  1934,  8:00  F.  M. 

Chairman  A.  K.  Holcomh:  The  session  will  be  in  order.  It  id 
slightly  late,  but  my  timekeeper  and  I  happened  to  be  at  the  same 
place  five  minutes  ago.  I  told  him  to  stay  there,  because  I  did  not 
want  him  to  put  that  watch  on  me.  I  have  a  telegram  from  the 
chairman  of  the  Manitoba  Tax  Commission,  a.'^  follows : 

Sorry  unable  to  be  with  you.     Wish  the  conference   every 
success.  E.  W.  Watts, 

Chairman,   ^Manitoba  Tax   Commission. 

It  is  very  nice  of  Mr.  Watts  to  give  us  that  recognition. 

Tonight  we  have  two  topics.  One  of  them  has  to  do  with  the 
important  subject  of  the  relation  of  state  and  local  tax  conditions. 
As  you  know,  yesterday  we  had  the  relation  of  the  federal  to  the 
state.  Mr.  Stauffer  occupies  perhaps  a  unique  position.  It  is 
something  that  looks  well,  from  our  standpoint,  to  see  a  tax  com- 
mission have  what  they  call  an  economist.  It  betokens  well  for  the 
progress  of  tax  administration  in  this  country  that  we  should  have 
in  the  tax  commissions  a  man  equipped  to  deal  witli  the  various 
subjects,  from  the  standpoint  of  a  student.  Mr.  Stauffer  occupies 
that  position  for  the  Department  of  Taxation  of  the  state  of  Vir- 
ginia. I  take  great  pleasure  in  introducing  Mr.  Wm.  H.  Stauffer, 
economist  of  the  Department  of  Taxation  of  the  Commonwealth  of 
Virginia. — Mr.  Stauffer. 

Wm.  H.  Stauffer  (Virginia)  :  Mr.  Chairman  and  Members  of 
the  National  Tax  Conference,  before  I  start  the  reading  of  this 
paper,  I  should  like  to  make  one  observation,  at  least,  that  has 
occurred  to  me  as  I  have  sat  through  the  meetings  since  Monday 
evening.  We  had  a  very  interesting  discussion  last  night  revolving 
around  the  question  of  federal  and  state  tax  relationships.  I  am 
very  much  interested  in  that  particular  subject,  but  I  think  we  need 
to  make  an  observation  that  is  pertinent  before  we  come  to  the  point 
of  deciding  what  these  relationships  should  be,  and  that  point  is 
this :  w-e  must  first  establish  what  are  the  proper  functions  to  be 
performed  by  the  federal  government,  and  what  functions  are 
properly  performed  by  the  state  and  local  governments.  I  don't  see 
very  well  how  we  can  set  up  a  national  tax  system  which  will  be 
equitable  unless  we  arrive,  in  some  general  way  at  least,  at  what 

(263) 
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are  proper  fields  for  the  functioning  of  the  state  and  federal  govern- 
ments. Another  comment  here,  I  believe  I  can  read  my  paper 
much  more  expeditiously  than  I  can  get  up  and  talk  to  this  subject, 
and  if  I  read  it,  I  believe  it  will  be  kept  within  the  time  limit. 

STATE  AND  LOCAL  FISCAL  RELATIONS 

WILLIAM   H.   STAUFFER 

I  have  often  wondered  how  strongly  the  spirit  of  civic  responsi- 
bility and  loyalty  to  government  would  be  evidenced  under  a  system 
whereby  public  revenues  would  be  dependent  entirely  upon  volun- 
tary contributions  from  its  citizens.  This  play  of  imagination  has 
always  resulted  in  the  inevitable  conclusion  that  a  majority  would 
contribute  nothing  and  that  only  a  few  would  contribute  in  propor- 
tion to  their  respective  abilities.  It  would  follow  of  necessity  that 
the  governmental  service  which  is  now  rendered  would  have  to 
undergo  retrenchment  to  a  degree  which  would  upset  our  entire 
social,  economic  and  political  structure.  Again,  I  have  asked  my- 
self why,  since  contributions  for  the  support  of  government,  whether 
voluntary  or  compulsory,  are  so  subject  to  popular  protest,  have 
the  services  and  performances  of  government  been  so  widely 
extended  and  elaborated  during  the  progress  of  our  national 
development.  Surely,  I  have  reasoned,  what  government  does  '.s 
only  what  the  people  sanction,  and  in  their  sanction,  they  cannot 
overlook  the  fact  that  additional  services  involve  additional  revenues. 

How,  then,  does  it  come  about  that  taxation  is  so  unpopular  while 
an  extension  of  the  governmental  service  is  so  commonly  accepted. 
And  the  conclusion  I  reach  in  this  case  is  that  as  individuals  we 
subscribe,  through  default  of  interest  or  otherwise,  to  the  principle 
of  constantly  increasing  governmental  service,  but  attach  to  it  the 
reservation  that  for  its  costs  we  shall  not  be  made  individually  and 
personally  responsible.  That,  at  least,  is  the  only  basis  upon  which 
I  can  logically  explain  the  strange  quirp  in  the  psychology  of  Mr. 
Average  Taxpayer. 

Of  course,  there  are  other  possible  explanations.  The  cynic  says 
that  small  minorities  work  in  legislative  halls  to  extend  the  field 
of  governmental  service,  but  that  the  public  at  large  is  made  to 
foot  the  bill.  Such  arguments,  however,  deny  the  fundamental 
theory  of  popular  government  and  by  the  same  token  constitute 
an  admission  of  general  civic  indifterence. 

But  we  are  confronted  with  a  condition  and  not  a  theory.  My 
only  reason  for  opening  this  discussion  with  a  disclosure  of  my 
personal  ruminations  is  because  I  should  like  to  see  a  way  developed 
to  make  of  taxation  a  theme  less  noxious  to  the  public  mind  than 
it  now  is.  An  aroused,  uninformed  public  mind  does  nothing  con- 
structive, while  an  awakened  and  enlightened  citizenry  may  prove 
our  salvation  from  a  destructive  reaction  which,  since  the  depression 
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years,  has  already  appeared  on  the  horizon  in  some  sections  of 
the  country.  It  is  not  so  much  a  question  of  making  taxes  popular 
as  it  is  a  question  of  making  taxpayers  aware  of  their  personal  and 
individual  civic  and  social  responsibility. 

Trends  in  governmental  spending  within  the  past  two  decades 
have  been  a  common  subject  for  comment  and  discussion  in  learned 
and  informed  groups. 

This  association  has  been  keenly  aware  of  the  importance  of 
most  of  these  problems,  and  the  very  able  reports  and  papers  pre- 
sented at  its  meetings  attest  to  this  fact.  I  have  nowhere  been 
able  to  discover  a  more  intelligent  appreciation  of  the  need  for 
constructive  changes,  nor  a  more  sincere  and  unbiassed  discussion 
of  the  existing  situation  than  appear  in  the  proceedings  of  its 
conferences.  It  is  to  be  deplored  that  so  little  of  the  good  seed 
of  wise  counsel  which  has  emanated  from  these  conferences  has 
found  such  slight  lodgement  in  legislative  assemblies,  where  the 
sharp  winds  of  expediency  blow  so  many  useful  and  constructive 
devices  into  oblivion. 

It  is  not  the  purpose  of  this  paper  to  indulge  in  any  tirade  on 
the  misfortunes  which  have  come  upon  us  governmentally,  nor  to 
portray  the  case  of  opportunities  and  causes  which  have  been  lost. 

It  seems  to  me  that  from  the  standpoint  of  fiscal  policies  the 
important  governmental  authorities  in  the  United  States  are  three. 
These  are  the  federal  authority,  the  state  authority,  and  the  govern- 
mental authorities  of  the  municipalities.  I  exclude  from  this  classi- 
fication those  subdivisions  which  comprise  counties  and  lesser  civil 
divisions  for  the  reason  that  the  state  authority  is  the  hub  around 
which  the  destinies  of  these  minor  divisions  revolve.  I  include 
the  municipal  governments  because  of  the  comparatively  greater 
importance  of  their  separate  problems  which  transcend  the  possible 
scope  of  the  state  authority  as  it  exists  today.  In  this  classification 
I  do  not  imply  an  independence  of  municipal  financial  problems 
apart  from  state  influence  and  jurisdiction,  nor  do  I  relegate  those 
excluded  other  civil  divisions  to  mere  dependencies.  I  do  believe 
the  use  of  the  term  "  scope  of  community  interest  "  may  make 
clearer  my  adoption  of  this  classification.  Let  us  visualize  three 
major  governmental   authorities   in   terms   of  community   interests. 

For  the  federal  government  there  is  a  set  of  fiscal  problems 
emanating  from  a  community  interest  which  is  national  in  its  im- 
plications, there  is  a  set  of  problems  likewise  which  fall  into  the 
community  of  the  state  interests,  and  there  is  a  special  set  of 
problems  which  come  out  of  our  local  municipal  areas. 

The  one  great  trouble  in  governmental  activity  today  as  I  see 
it  is  the  deplorable  lack  of  unification.  There  is  no  specific  alloca- 
tion of  functions.  Responsibility  is  not  fixed.  We  do  not  know 
whose  job  it  is  to  do  things  with  the  result  that  an  undue  emphasis 
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is  placed  upon  some  things  and  not  enough  on  others,  and  with 
nobody  in  particular  responsible  for  the  condition  of  things  as  they 
are.  Out  of  this  deficiency  arises  a  plethora  of  taxing  divisions 
and  a  profuseness  of  local  governmental  jurisdictions  which  in 
general  may  be  labelled  incompetent.  So,  also,  arise  a  multiplicity 
of  taxes  to  confuse  and  irritate  the  public,  a  fact  which  may  explain 
in  part,  at  least,  the  general  denunciation  of  the  fiscal  policies  to 
which  I  have  already  referred.  I  believe  it  is  possible  even  in 
complex  government  to  have  simple  devices  in  a  full  and  adequate 
support  thereof. 

A  few  years  ago  any  forceful  discussion  of  the  desirability  of 
state  centralization  in  the  matter  of  governmental  control  and  fiscal 
policy  was  ventured  into  only  by  the  boldest  of  theorists.  Those 
who  foresaw  the  likely  development  of  this  tendency  frequently 
were  expected  to  be  apologetic  for  venturing  upon  a  subject  having 
such  unorthodox  implications.  Now  just  why  centralization  in 
the  state  and  local  government  is  to  be  avoided  and  local  autonomy 
preserved  in  the  face  of  some  very  concrete  evidence  that  the  former 
tends  toward  greater  efficiency  and  more  economical  spending  of 
public  money,  while  the  preservation  of  the  latter  in  so  many 
instances  operates  to  perpetuate  wastes  and  uneconomical  spending 
of  public  money,  is  a  matter  upon  which  my  sense  of  logic  has 
never  been  able  to  compromise.  It  is  not,  however,  difficult  to 
appreciate  the  mind  of  the  established  local  political  interests  whose 
security  is  frequently  placed  in  jeopardy  b)^  progressive  movements 
in  governmental  reform.  The  much  cherished  heritage  of  local 
home  rule  and  the  persistent  arguments  for  the  survival  of  local 
initiative  have  in  too  many  instances  been  merely  the  cloaks  with 
which  to  cover  up  the  real  fears  of  the  entrenched  local  politician. 
With  certain  notable  exceptions  I  believe  it  can  be  generally 
stated  that  a  higher  sense  of  public  responsibility  and  less  working 
of  the  principal  of  selfish  personal  interest  manifests  itself  in  state 
administrative  offices  than  in  local  administrative  offices.  Just  why ' 
this  happens  may  be  reasoned  variously,  but  regardless  of  the  ex- 
planation the  fact  remains. 

Since  it  is  the  function  of  government  to  serve  the  general  public 
interests,  that  system  which  serves  the  public  best  is  the  system 
which  should  be  upheld  and  fostered  even  though  it  mean  the 
complete  annihilation  of  the  cherished  but  neverthless  questioned 
virtues  of  local  self  government. 

I  believe  I  can  cite  a  clear  instance  of  the  sort  above  described. 
When  the  state  of  Virginia  adopted  the  gasoline  tax  in  1923  it 
provided  for  the  return  of  a  portion  of  this  tax  directly  to  the 
counties  for  current  road  expenditures.  In  1931  the  state  returned 
30%  of  these  revenues  which  gave  the  counties  the  sum  of  about 
$3,500,000.      The    counties    raised    through    local    taxation    of    real 
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estate  and  tangible  property  approximately  $4,000,000  for  roads, 
exclusive  of  debt  service  obligation,  and  each  county  board  formu- 
lated the  road  policies  for  its  particular  jurisdiction  and 
administered  the  work  on  local  roads  in  ways  which  sometimes 
challenged  credulity.  There  was  actually  some  misspending  of  the 
state  aid  road  money  for  purposes  other  than  roads,  to  say  nothing 
of  the  more  common  practice  of  using  road  funds  as  a  method 
of  developing  patronage.  Because  of  a  general  demand  for  further 
relief  to  property  (particularly  real  estate)  the  state  legislature  in 
1932  enacted  a  law  providing  for  the  creation  of  a  system 
of  secondary  state  roads,  whereby  the  further  responsibility  for 
construction  and  maintenance  would  rest  with  the  state  highway 
department.  The  law  provided  further  that  those  counties  which 
at  popular  election  voted  not  to  avail  themselves  of  the  new  legisla- 
tion might  remain  under  the  old  system.  Only  four  of  Virginia's 
one  hundred  counties  voted  to  so  continue,  and  the  other  96  fell 
within  the  provisions  of  the  new  legislation.  What  has  been  the 
result?  Today  local  roads  throughout  Virginia  arc  travellable  tlie 
year  round,  a  condition  which  never  previously  existed.  In  addi- 
tion, under  the  able  administration  of  the  state  highway  commission, 
maintenance  and  construction  on  approximately  40,000  miles  of 
local  roads  is  costing  between  $1,500,000  and  $2,000,000  per  year 
less  than  under  the  pre-existing  system.  Those  who  travel  the 
highways  and  byroads  of  Virginia  are  the  best  judges  of  whether 
this  recent  development  has  brought  a  better  quality  of  public 
service  than  was  rendered  formerly.  Here  is  an  instance  where 
a  demand  for  tax  relief  was  fully  satisfied  and  a  higher  quality  of 
public  service  rendered  at  the  same  time  through  recourse  to  cen- 
tralized control.  Yet  there  were  in  Virginia  during  the  period 
when  this  plan  was  being  evolved  any  number  of  recognized  local 
political  leaders  who  fought  bitterly  the  proposal  on  the  grounds 
that  it  was  a  movement  aimed  to  destroy  local  self-government  and 
initiative  and  that  if  such  a  plan  were  adopted  would  prove  a  dismal 
failure.  The  plan  was  put  across,  it  is  true,  because  it  carried 
with  it  relief  for  real  estate.  No  less  credit,  however,  is  due  those 
few  men  representing  the  broader  state  interests  whose  minds  con- 
ceived this  plan  and  pushed  it  through  to  fruition.  They  exemplify 
the  type  of  leadership  which  I  say  is  generally  found  more  prevalent 
in  central  than  in  local  governments. 

There  is,  after  all,  nothing  inherently  sacred  or  defensible  in  tlie 
preservation  of  local  control  when  local  authority  does  not  go 
hand  in  hand  with  efficiency,  and  I  use  the  term  efficiency  with  the 
full  knowledge  that  it  is  a  frequently  much-abused  term. 

In  the  matter  of  state  and  local  finances  I  believe  the  state 
authority  must  eventually  be  made  to  assume  the  responsible  role 
for  all  governmental  activity  save  in  the  case  of  those  special 
problems   which   are    peculiar   to   concentrated   urban   areas.     This 
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does  not  mean  that  the  state  authority  must  impose  and  collect 
all  of  the  taxes,  though  excellent  defense  of  such  a  proposal  might 
be  made  in  the  light  of  the  more  efficient  and  effective  administra- 
tion of  the  state  authority.  With  development  of  transmission  and 
transportation  methods  in  the  past  quarter  century,  with  a  change 
in  political  thinking,  which  during  the  course  of  the  depression 
has  transcended  the  imaginings  of  our  wildest  governmental 
theorists  of  a  few  years  back,  and  with  the  inadequacy  of  tax 
sources  susceptible  to  efficient  local  administration,  there  is  little 
else  to  see  save  the  further  extension  of  state  governmental 
authority. 

Four  items  in  the  category  of  governmental  functions  represent 
the  bulk  of  state  and  local  governmental  costs.  These  are,  in  the 
order  of  their  importance,  schools,  highways,  public  welfare,  and 
health. 

Of  the  total  costs  for  the  operation  and  maintenance  of  state  and 
local  governments  as  shown  by  the  most  recently  compiled  figures 
(1932),  these  four  functions  represent  71.22%  of  the  burden. 
Schools  account  for  40.66%,  roads  for  13.28%,  public  welfare  for 
11.937c  and  health  for  5.35%.  The  remaining  28.78%  is  spread 
over  all  other  governmental  activities. 

There  can  be  little  contention  to  the  assertion  that  the  four 
major  functions  just  referred  to  are  broader  than  the  special  and 
individual  interest  of  the  smaller  governmental  units  of  the  state. 
In  the  formulation  of  main  policies  and  the  development  of  optimum 
standards,  the  focal  point  is  the  state  authority. 

We  shall  have  to  admit  the  virtue  of  centrally  founded  policy 
and  control  in  respect  of  the  relative  dift'erences  in  economic 
capacity  and  local  ability  to  raise  revenues  sufficient  to  furnish  the 
requisite  standards  of  governmental  services.  Relatively  wealthy 
areas  must  be  made  to  carry  a  portion  of  the  costs  in  communities 
of  low  tax  producing  capacity.  Some  of  the  states  have  faced 
this  problem  in  some  of  its  aspects  with  notable  success.  The 
efforts  of  the  state  of  New  York  in  the  field  of  educational  financ- 
ing is  indicative  of  these  attempts. 

In  accepting  the  proposition  that  the  state  authority  should  serve 
as  the  supreme  center  of  control,  we  do  not  thereby  repudiate  the 
tradition  of  local  self  government.  We  simply  give  recognition 
to  the  inevitable  changes  in  social  and  governmental  relationships 
which  have  been  wrought  by  a  dynamic  and  everchanging  economic 
system. 

A  few  years  ago  in  Virginia  tlie  magisterial  districts  which  are 
the  political  subdivisions  of  the  counties  constituted  tlie  focal  point 
in  local  government.  The  community  interest,  insofar  as  education, 
roads  and  poor  relief  was  concerned  extended  only  to  the  limits  oi 
the  district  boundaries.     Today   these  units  are  largely  historical. 
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The  unit  for  local  school  administration  is  the  county.  In  the  case 
of  highways  the  state  has  been  made  the  unit.  The  trend  is  unmis- 
takable, and  there  is  point,  I  believe,  in  suggesting  the  need  for 
more  definitely  planning  the  future  position  of  the  state  authority 
under  its  extended  responsibility. 

I  have  indicated  what  I  believe  will  be  an  inevitable  future  de- 
velopment in  fiscal  relationships.  But,  you  may  say,  reforms  of  so 
radical  a  sort  as  these  are  not  likely  to  be  achieved  simply  because 
they  smack  of  theoretical  soundness.  It  takes  unrest,  discontent, 
and  little  short  of  cataclysmic  disturbance  to  bring  about  changes  so 
radical.  And  this  is  unfortunately  true.  However,  if  I  mistake  not, 
the  needed  factor  is  not  absent.  It  exists  in  the  growing  popular 
dissatisfaction  with  the  ad  valorem  taxation  of  property. 

State  and  local  taxes  collected  in  1932  in  the  United  States 
totalled  the  astounding  sum  of  $6,347,416,000  or  $2,126,504,000 
more  than  was  collected  ten  years  earlier.  This  represents  an 
increased  burden  of  exactly  50%.  This  is  not  all,  however,  for, 
meanwhile,  the  federal  government  began  subsidizing  the  states  for 
rural  roads.  This  device  which  gave  the  states  between  one  and 
two  hundred  millions  annually  kept  state  and  local  taxes  down  by 
an  equivalent  amount  if  we  may  assume  that  the  states  would  have 
performed  this  work  in  the  absence  of  federal  aid. 

Over  this  period  do  we  find  that  new  taxes  have  materially 
alleviated  the  burdens  borne  by  ad  valorem  property  taxes?  On 
the  contrary,  we  discover  that  these  taxes  have  moved  upward  at 
almost  equal  pace  with  governmental  costs.  From  $3,321,484,000 
in  1922  property  taxes  increased  to  $4,660,087,000  in  1932,  or  40%. 
The  increase  on  ad  valorem  taxes  amounted  to  $1,338,603,000  or 
63%  of  the  total  increase  of  all  taxes.  State  motor  vehicle  license 
and  fuel  taxes  in  1932  totalled  about  $800,000,000.  Since  in  1922 
revenues  from  the  automobile  did  not  exceed  $165,000,000,  it  there- 
fore follows  that  of  the  total  increase  of  the  $2,126,504,000  total 
increase  in  state  and  local  taxes  over  the  decade  less  than  $155,000,- 
000  or  7%  came  from  sources  other  than  the  ad  valorem  property 
tax  and  automobile  license  and  fuel  taxes.  Property  taxes 
accounted  for  7%.7%  of  the  total  state  and  local  tax  burden  in  1922 
and  for  73.4%  in  1932. 

The  picture  is  even  worse  when  we  look  at  the  localities  apart 
from  the  state  governments.  Of  all  taxes  collected  by  the  political 
subdivisions  of  the  state  in  1922,  86 ?r  came  from  property  taxation. 
By  1932  this  percentage  had  increased  to  93.2%.  Between  1922  and 
1932  state  property  taxes  decreased  from  $348,293,000  to  $324,935,- 
000  or  by  approximately  6%.  This  reduction  is  equivalent  to  about 
3%  of  the  present  yield  of  the  automobile  taxes  and  it  is  a  fair 
inference  that  the  development  and  extension  of  this  revenue  source 
explains  the  reduction  of  state  property  taxes. 
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A^  1  review  these  figures  I  am  moved  to  offer  the  comment  that 
in  our  industrial  progress  we  have  builded  a  governmental  system 
to  meet  the  ever  increasing  problems  which  industrialization  en- 
genders, but  we  have  failed  to  adapt  our  tax  system  to  take  a  just 
share  from  industrial  and  commercial  activity  for  the  support  of  this 
more  costly  government.  Instead,  we  have  tried  to  labor  on  allow- 
ing the  major  portion  of  the  increased  costs  to  rest  upon  an  already 
burdened  source,  namely,  property. 

Under  existing  conditions  I  see  little  prospect  for  the  development 
of  new  locally  administered  taxes  to  reduce  the  burdens  upon  prop- 
erty. There  is  no  mistaking  the  temper  of  the  demand  for  relief 
from  this  source.  It  therefore  follows  that  the  future  policy  for 
the  development  of  adequate  revenue  sources  which  will  bring  the 
needed  relief  rests  with  the  state  authority. 

This  brings  me  to  the  thesis  originally  presented  which  is  that 
in  the  development  which  cannot  be  done  piecemeal,  the  order  of 
our  fiscal  set  up  based  upon  a  functional  concept  logically  moves  in 
the  direction  of  centralization. 

Administrative  control  and  fiscal  responsibility  go  hand  in  hand. 
Where  one  governmental  jurisdiction  incurs  the  obligation  to  raise 
revenues  and  another  enjoys  the  privilege  of  spending  them  we 
ma}^  expect  generally  to  find  comparatively  less  efficiency  and  a 
lower  quality  of  governmental  service.  There  are  exceptions,  of 
course,  but  in  the  light  of  experience  the  rule  is  proved. 

Definite  evidences  are  seen  of  the  adoption  of  this  principle.  The 
state  of  North  Carolina  has  taken  over  the  support  of  its  roads  and 
schools,  the  commonwealth  of  Virginia  has  taken  over  its  roads, 
the  states  of  California,  Delaware,  Massachusetts,  North  Carolina, 
Ohio,  Oklahoma,  Pennsylvania  and  Virginia  have  virtually  aban- 
doned the  taxation  for  state  purposes  of  real  estate  and  tangible 
personal  property. 

Where  are  the  new  revenues  to  come  from,  you  ask,  in  the  de- 
velopment which  I  contemplate.  The  answer  is  suggested  in  the 
types  of  taxes  found  in  the  states  just  named,  which  taxes  have  yet 
to  be  adopted  in  a  majority  of  the  other  states.  Three  of  these 
states  have  gone  in  for  a  combination  of  corporation  income,  per- 
sonal income  and  sales  taxes  (North  Carolina,  Oklahoma, 
Virginia)  ;  two  states  have  corporation  and  personal  income  taxes 
(Massachusetts,  Ohio)  ;  one  state  has  a  corporation  income  and 
sales  tax  (California)  ;  another  a  personal  income  and  sales  tax 
(Delaware,  merchants  license),  and  one  other  a  sales  tax  (Pennsyl- 
vania, temporary).  This  would  seem  to  constitute  a  fair  degree  of 
correlation  between  property  tax  relief  and  the  income  and  sales 
tax  principle. 

The  report  of  Dr.  Bullock's  committee  on  a  model  system  of  state 
and  local  taxation  presented  at  this  morning's  session  furnishes  an 
excellent  basis  of  departure  for  whatever  revenue  changes  may  be 
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incident  to  the  development  of  the  principles  with  which  this  paper 
has  attempted  to  deal. 

Chairman  A.  E.  Holcomb:  There  is  a  great  deal  in  that  paper 
for  us.  There  are  a  lot  of  thoughts  that  come  to  one  as  he  hears 
that.  It  is  an  admirable  talk  on  the  important  topic  of  state  cen- 
tralization and  how  it  can  be  made  to  work,  without  running  afoul 
of  the  time  honored  rule  of  local  self  government.  Now,  we  shall 
be  glad  to  have  discussion  of  that  topic  or  questions  from  anyone 
so  inclined.  I  am  sure  people  will  have  something  to  say  about 
turning  over  to  the  state  functions  that  have  been  exercised  by  local 
communities  during  the  years. 

Hart  Cummin  (Massachusetts)  :  If  I  understood  the  paper,  it 
was  stated  that  IMassachusetts  was  one  of  the  states  that  had  prac- 
tically abandoned  the  use  of  ad  valorem  taxes  for  state  purposes. 

Wm.  H.  Stauffer  (Virginia)  :  Probably  the  statement  as  I  read 
it  was  misleading.  As  I  understand  it,  the  state  of  Massachusetts 
has  a  rather  peculiar  system,  in  which  a  deficiency  is  made  up  every 
year.  That  deficiency  is  then  thrust  back  upon  the  localities  to  make 
up,  in  the  case  of  a  state  deficiency. 

Hart  Cummin  :  The  reason  I  spoke  of  that  is  because  this  year 
the  state  deficiency  was  about  $20,000,000.  Out  of  the  total  state 
budget  of  $65,000,000  or  $62,000,000,  a  sum  of  money,  as  we  call 
it,  was  diverted,  at  least  the  gasoline  people  call  it  diverted,  a  sum 
of  $10,000,000  to  take  care  of  that,  and  $10,000,000  went  back  to 
the  ad  valorem  on  cities  and  towns.  I  thought  that  ought  to  be 
mentioned. 

Wm.  H.  Stauffer  :    I  am  glad  you  called  that  to  my  attention. 

Chairman  A.  E.  Holcomb:  Does  somebody  else  have  some 
suggestion  to  make  ? 

J.  W.  Oliver  (New  York)  :  I  have  heard  it  stated  that  there 
has  been  an  investigation  by  the  National  Tax  Association  of  certain 
activities  that  took  place  in  Illinois,  that  in  certain  counties  in 
Illinois  they  abandoned  home  rule  for  the  local  unit  rule  of  govern- 
ment and  in  other  counties  they  did  not.  There  is  a  comparison  of 
the  local  tax  cost  or  local  government  cost  available,  is  there  not, 
as  a  result  of  that  ?  I  would  like  to  hear  more  about  that.  I 
understand  the  southern  counties  of  Illinois  adopted  one  basis  and 
the  northern  counties  another  basis. 

Chairman  A.  E.  Holcomb:     Is  Mr.  Leland  here? 

(No  response.) 

Chairman  A.  E.  Holcomb  :  There  are  a  lot  of  people  here,  but 
I  do  not  hear  from  Illinois.  How  about  it,  Mr.  Cushing:  do  you 
happen  to  know?    Are  you  here? 
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(Xo  response.) 

John  E.  Brindley  (Iowa)  :  They  have  had  different  local 
governments  in  the  south  and  north  for  a  long  time. 

R.  C.  Beckett  (Illinois)  :  The  southern  part  of  the  state  has 
the  county  system  of  organization  and  those  in  the  northern  part 
have  the  township  system,  and  the  counties  still  receive  their  local 
revenues  from  the  state. 

Chairman  A.  E.  Holcomb:    Is  that  what  you  were  after? 

J.  W.  Oliver  :  I  was  wondering  if  there  were  not  some  figures 
to  show  the  results  of  the  difference  in  the  cost  of  government 
between  certain  counties  that  adopted  one  system  and  other  coun- 
ties that  adopted  the  other  system.  I  have  heard  it  spoken  of  once 
or  twice.  I  am  not  sure  if  there  are  figures,  and  I  would  like  to 
have  them  in  mind. 

Paul  X.  Reynolds  (Wisconsin)  :  Answering  your  question,  I 
would  say  we  made  some  investigation  of  the  situation  in  Illinois, 
and  I  do  not  think  you  would  be  able  to  get  very  accurate  figures 
at  the  present  time  to  give  you  the  information  that  you  desire.  It 
i.".  true  that  there  are  a  few  counties,  very  few,  that  have  done 
something  along  the  line  you  suggest,  but  figures  to  show  that  they 
have  had  a  better  s}'stem  under  one  rule  than  the  other  I  think  are 
not  available.    We  tried  to  get  that. 

Chairman  A.  E.  Holcomb:  I  am  not  so  sure  about  that,  Mr. 
Reynolds.  I  saw'  somebody  standing  back  there  that  probably  has 
some  figures. 

Beulah  Bailey  (Xew  York)  :  ]vlr.  Hicks  of  Illinois  made  a 
study  of  that,  and  you  can  obtain  those  figures  from  him.  This  was 
several  years  ago.  He  showed  in  that  study,  if  I  remember,  that 
the  cost  of  administration  in  those  counties  where  the  county  is  a 
unit,  was  nearly  50%  less  than  the  cost  of  administration  in  the 
county  where  the  township  w-as  the  unit.  His  address,  I  believe, 
is  the  Rockford  Xational  Bank,  Rockford,  Illinois. 

G.  H.  McCaffrey  (New  York)  :  Mr.  Oliver  or  anybody  else 
who  is  interested,  can  probably  get  some  detailed  information  from 
the  University  of  Illinois,  which,  in  some  of  their  studies,  has  gone 
into  that  very  problem.  I  do  not  recall  the  figures  exactly.  They 
do  conform  to  Miss  Bailey's  impression,  that  there  is  a  very  dis- 
tinct reduction  in  the  cost  of  government  in  the  one  case. 

Chairman  A.  E.  Holcomb:  Any  further  observations?  If  I 
hear  nothing,  we  w'ill  pass  on.  We  now  come  to  the  matter  of 
another  report  of  the  committee  of  the  Xational  Tax  Association 
on  Motor  Vehicle  and  Related  Taxes.  I  have  mentioned  this  matter 
of  iron   men  several   times,  and  this  report   is  to  be  presented  by 
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one  of  those  real  iron  men.  I  cannot  understand  how  a  man  can 
do  the  work  this  gentleman  does.  Before  introducing  him,  I  want 
to  try  to  get  a  little  more  relief  from  this  presiding  business.  I 
am  a  little  timid  because  I  got  the  impression  that  it  was  thought 
that  when  I  called  one  man  up  here  to  help  me,  I  was  trying  to 
squelch  him  off.  I  liave  been  trying  to  find  out  whether  that  was 
a  joke  or  whether  there  was  any  reality  to  it.  Anyway,  Dr.  McKay, 
of  the  University  of  Pittsburgh,  says  he  will  take  a  chance  on  that. 
If  he  comes  out  as  well  as  the  other  gentleman  did,  he  is  all  right. 
The  other  gentleman  had  plenty  of  chance  to  talk,  and  he  occupied 
quite  a  little  time,  so  I  think  Dr.  McKay  can  carry  it  along  on  that 
same  line  if  he  wishes. 

Now,  while  Dr.  McKay  is  coming  to  the  platform.  I  am  going 
to  call  upon  Mr.  Martin,  who,  I  say,  has  done  heroic  work  for  us; 
one  of  the  few  who  has  done  the  wheel-horse  work  for  the  National 
Tax  Association  for  several  years.  We  cannot  expect  to  express 
adequate  appreciation  of  what  he  has  done,  and  of  the  amount  of 
time  and  effort  he  has  spent  for  us.  I  can  only  attempt  to  do  it 
in  this  brief  way.  I  now  turn  the  meeting  over  to  Professor  Marion 
McKay  of  the  University  of  Pittsburgh,  who  will  endeavor  to  keep 
the  time  on  the  gentlemen  and  follow  the  program.  Of  course,  it 
is  a  little  unfair  because  he  hasn't  any  knowledge  of  the  presence 
or  absence  of  the  people  who  are  down  on  the  program  to  discuss 
this  subject.  He  will  simply  call  on  them,  and  if  they  are  not  present, 
I  suppose  others  will  be  substituted  in  their  places.  Mr.  Martin  will 
guide  you  in  that,  Mr.  McKay,  I  think,  if  you  will  ask  him.  Professor 
Martin  is  now  connected  with  the  Interstate  Commission  on  conflict- 
ing taxation  as  director  of  research,  but  I  have  always  known  him 
as  of  the  University  of  Kentucky,  Lexington,  Kentucky.  He  has 
done  work  for  me  on  the  analysis  of  tax  cases  for  the  Bulletin  of 
the  National  Tax  Association,  which  occupies  a  large  part  of  my 
time.  I  have  had  great  help  from  him  on  that.  He  has  done  a 
lot  of  other  things,  but  particularly  those  things  I  speak  of — Profes- 
sor Martin. 

Marion  ]McK.\v,  presiding. 

James  W.  ]\Iarti.\  (Kentucky)  :  Mr.  Chairman  and  Ladies' and 
Gentlemen,  the  paper  which  has  been  prepared  by  the  committee  of 
the  National  Tax  Association  will  require  for  complete  presentation 
approximately  twenty-five  minutes,  and  I  should  like  to  delete  from 
the  middle  if  you  do  not  desire  by  unanimous  consent  to  extend 
the  time.  If  you  do  desire  to  extend  the  time,  I  should  like  to  know 
in  advance.     May  I  ask  the  chairman  whether  that  is  desired? 

Chairman  Marion  McKay  :  What  is  the  feeling  of  the 
conference  ? 

(Moved  and  seconded  that  the  time  of  the  speaker  be  extended.) 
Chairman  Marion  McKay  :     You  will  have  the  time  necessary. 
18 


274  NATIONAL  TAX  ASSOCIATION 

URGENT  PROBLEMS  OF  MOTOR  VEHICLE  AND 
RELATED  TAXATION 

Report  of  the  Committee  of  the  National  Tax 
Association  on  Motor  Vehicle  and  Related  Taxes 

JAMES    W.     martin,    CHAIRMAN 

W  ithout  any  attempt  to  secure  a  logical  distribution  of  emphasis, 
the  committee  has  brought  together  in  this  report  some  reactions 
to  certain  problems  which,  in  the  light  of  discussion  at  the  Phoenix 
conference  and  in  view  of  other  developments,  seem  urgently  to 
require  consideration.  In  general,  the  committee  has  tackled  here 
only  such  subject  matter  as  the  members  could  agree  upon  with 
substantial  unanimity.^ 

The  committee  has  deemed  it  worthwhile  to  introduce  this  report 
by  stating  categorically  what  it  believes  to  be  fundamental  general 
principles  of  motor  taxation  and  related  taxes.-  It  is  recognized 
that  these  principles  will  need  to  be  revised  in  the  course  of  time 
and  that  possibly  they  do  not  represent  the  exact  point  of  view  of 
any  one  person  even  at  the  present  time.  In  this  formulation  of 
principles  the  members  of  the  committee  present  what  may  be  re- 
garded as  a  compromise  of  individual  points  of  view. 

The  suggested  principles  recommended  for  formulation  of  legisla- 
tive policy  are  as  follows : 

1.  The  special  highway  taxes  borne  by  motorists  should  be  suffi- 
cient to  pay  the  annual  cost  of  state  highways  (as  the  term  is 
generally  understood)  plus  that  share  of  the  cost  of  local  roads  and 
arterial  city  streets  which  arises  from  general  motor  traffic. 

2.  In  addition  to  the  special  highway  taxes  persons  engaged  in 
motor  transportation  ^  should  pay  general  taxes  as  property  owners, 

1  Owing  to  time  limitations  on  the  one  hand  and  to  the  extraordinary 
changes  in  the  legal,  engineering,  and  economic  character  of  the  problem 
(or  availability  of  knowledge  about  it)  on  the  other,  the  committee  of  course 
cannot  submit  a  report  which  in  any  essential  respect  is  "  final " — or  even 
comprehensive.  The  committee  has  been  able  to  hold  only  one  meeting 
prior  to  the  present  conference,  and  even  that  could  not  be  attended  by  all 
members. 

-  The  formulation  of  general  principles  proposed  here  is  new.  The 
general  purport  of  the  proposed  principles,  however,  has.  been  unanimously 
approved  in  each  of  the  five  National  Tax  Association  Committee  Re- 
ports {Proceedings,  1924,  pp.  410  ff. ;  1928,  pp.  182  ff . ;  1929,  pp.  488  fT. ; 
1930,  pp.  134  ff. ;  and  1931,  pp.  35"  ff.)  and  also  by  such  other  national 
committees  as  the  Joint  Committee  of  Railroads  and  Highway  Users  {Regu- 
lation and  Taxation  of  High-way  Transportation,  pp.  15  ff.)  ;  Chamber  of 
Commerce  of  the  United  States,  Special  Committee  on  Competing  Forms 
of  Transportation  {Report,  p.  14)  ;  Coordination  of  Motor  Transportation, 
182  I.  C.  C.  263,  especially  Appendix  G  at  413,  and  the  National  Transpor- 
tation Committee  {Report,  February  13,  1933,  pp.  17  ff.). 

3  "  Persons  engaged  in  motor  transportation  "  means  those  commercially 
so  engaged  and  in  addition  all  those  who  use  motor  vehicles  for  their  own 
personal  recreation  or  business. 
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income  receivers,  and  business  enterprisers  in  the  same  way  and  to 
the  same  extent  as  imposed  on  other  persons. 

3.  For  financial  reasons  states  and  localities  should  avoid  under- 
taking highway  projects  which  have  not  been  shown  by  careful 
traffic  analysis  or  other  study  to  be  economical.  By  this  procedure 
highway  costs,  and  hence  motor  taxes,  will  not  be  incurred  except 
to  the  extent  that  highway  service  is  worth  at  least  what  it  costs. 

4.  Special  motor  vehicle  taxes  in  each  state  should  be  distributed 
among  vehicles  of  different  size  and  relative  use  as  nearly  as  prac- 
ticable in  proportion  to  the  highway  cost  occasioned  by  each  class 
of  vehicles.  (In  this  connection  it  may  be  remarked  parenthetically 
that  while  questions  concerning  maximum  weights  and  dimensions 
of  vehicles  are  closely  related  to  taxation,  the  committee  regards 
them  as  essentially  matters  of  police  regulation  and  therefore  ex- 
presses no  opinion  as  to  suitable  restrictions.) 

5.  To  distribute  according  to  the  general  principles  just  stated 
the  special  taxes  on  motor  vehicles  it  is  necessary  to  impose  both 
(a)  a  gasoline  tax  and  (b)  a  registration  tax.* 

6.  Gasoline  taxes  should  be  imposed  at  a  flat  rate  in  each  state 
and  should  be  based  on  receipts  of  fuel  rather  than  on  sales. 

7.  Registration  taxes,  so  graduated  as  to  increase  more  than 
directly  in  proportion  to  gross  weight  of  vehicle  and  capacity  load 
combined,  should  be  imposed  in  each  state  (with,  as  suggested  by 
the  1930  committee,  different  schedules  depending  on  tire  equipment 
and  distribution  of  wheel  loads).  While  recognizing  certain  objec- 
tions to  the  trend,  the  committee  expresses  sympathy  with  the 
movement  toward  including  in  the  registration  tax  base  for  busses 
and  large  trucks  some  consideration  of  ton  mileage,  though  it  is 
not  prepared  without  further  study  to  make  a  definite  recommenda- 
tion on  this  point.  Whether  or  not  such  a  factor  is  included,  the 
general  principle  of  graduation  recommended  is  essential  (one 
member  of  the  committee  dissents). 

1.     Spkcial  Taxes  for  Highways 

Gasoline  Taxes 

It  would  be  superfluous  to  comment  on  the  rapid  development  of 
gasoline  taxation.  The  recent  revenue  productivity  of  state  gas 
taxes  is  reflected  in  Table  I  and  the  history  of  the  state  fuel  tax 
rate  structures  is  depicted  in  Table  II.     It  is  to  be  observed  that 

4  It  is  the  opinion  of  the  committee  that  multiplication  of  taxes  should  be 
avoided  and  that  whatever  special  charge  is  necessary,  except  perhaps  permit 
or  certificate  fees,  should  be  incorporated  in  the  registration  tax,  as  indi 
cated  below. 
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TABLE   1 
State  Gasoline  Tax  Revenues,  1930-1933  » 


States 


1930 


1931 


193^ 


'933 


Alabama   $6,901,491 

Arizona 2,670,019^ 

Arkansas 6,427,273! 

California   ..,  34,870,126, 

Colorado 6,144,826 

Connecticut  .      4.465,933 

Delaware '.013.357 

Florida !  13,622,215 

Georgia  ...    i3-39i,079 

Idaho 2,668,582 

Illinois I  27,472,420 

Indiana 17,158,746 

Iowa    10,584,068 

Kansas 9,120.491 

Kentucky    8,414,733 

Louisiana 7,546,448 

Maine ...  4,1 09,496 

Maryland    6,99r,i88 

Massachusetts 10,562,947 

Michigan 21 ,673,879 

Minnesota '  10,359,111 

Mississippi   ,  6,791,177 

Missouri 8,639,161 

Montana 2.941,879 

Nebraska '  9,060,422 

Nevada  675,012 

New  Hampshire 2,499,478 

New  Jersey 1 1,342,896 

New  Mexico    2,719,281 

New  York j  28,476,290 

North  Carolina 1  1 2,533,454 

North  Dakota 1,969,304 

Ohio 37.081,451 

Oklahoma 1 2,092,420 

Oregon 6,198,777 

Pennsylvania 33.3'5>729 

Rhode  Island 1,732,259 

South  Carolina 7,144,310 

South  Dakota 3,503,882 

Tennessee J  10.719,195 


7-'97.474] 

3,204,288 

6,448,049 

39,863,637 

6,254.338 

4.727.993 

1,072,061 

14,986,170 

'3.313.^00 

2,598,366 
29,065,685 
18,034,553 

10,927,589 
8,070,885 
8,810,130 
9.397.783 

4,382,728 

7,431,002 

15,306,376 

21,832,347 

11,070,159 
5,882,264 
9,206,564 
3,018,154 

9,096,248 

777,918 

2,657,143 

17,124,632 

2,664,704 
30,544,061 
14.024,303 

2,030,238 

39,328,053 

11,665,432 

6,186,918 

32,452,677 

1,892,635 
7,245,989 

3.394,67s 
11,461,023 


$7,000,502 
2,900,221 

5,164,9761 
36,128,554 

5,469,220 
4,684,588 
1,090,150 

14.508,777 

11,938,809 

2,277,727 

28,754,051 

16,739.561 

8,970,137 
7,420,495 
8,202,889 
8,300,722 

4,206,702 

7,500.232 

16,519,278 

20,431,328 

10,000,557 
5,650,161 

8,949.693 
2,690,156 

7,809,465 

727,117 

2,638,841 

16,617,425 

2,192,253 
42,473,687 
1 3,903,646 

1,835.712 

34,269,179 
9,661,097 

5.591,17s 
30,289,915 

1,854,025 

6,224,927 

•    2,963,348 

12,185,360 


$8,033,141 
2,679,032 
5,989,429 

35,217,162 

5,3=4.996 

4,81 1,630 

1,127,330 

14.249,308 

12,634,513 

2,282,370 

27,833,011 

16,283,202 

9.372,343 
7.731,819 
8.314.659 
8.155.436 

4,080,371 
7,207,749 

16,377,352 
19,458,458 

10,014,857 

5,801,725 
9,081,135 
2.751.303 

7,706,261 

695.653 

2,349,849 

16,397,386 

2,265.510 
43,344,695 
14,769,602 

1.923,95' 

33,939.981 

10,064,685 

6,343,891 

30.739,117 

1,880,972 

6,679,326 

3,346,015 

12,979,882 
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States 

1930 

<93i 

1932 

27,063,758 
2,171,912 
1,874,648 

10,809,600 

11,046,510 

4.94 1. 79 1 

14,948,420 

1,418,145 

2,035.497 
$513,047,239 

"933 

29,527,098 
2,104,823 
1,879,921 

10,775,058 

7.253.249 
5,358.628 
8,3 '4,8-11 
1,447,005 

i,599.6S9 
$493,865,117 

30,514,558 
2,309,227 
1,966,544 

".445.215 

11,032,462 

5.387.217 

15.780,181 

1,587,014 

1,726,296 
3^536.397.4 -^8 

28,479,350 
2,188,998 

Utah    

1,766,152 
1 1,082,040 

Washington      

West  Virginia 

10,863,214 
4,910,664 

15,169,426 
1,405.415 

2,082,346 

District  of  Columbia . . 

Total    

$518,195,712 

"Compiled  from  U.  S.  Bureau  of  Public  Roads,  Table  O-i  for  1930, 
1931,  1932,  and  1933. 

during-  the  depression  period  following  1929  increases  in  revenues 
slackened  greatly  and  finally  ceased  to  be.  At  the  same  time  there 
has  been  a  distinct  decline  in  the  number  of  rate  increases.  Thus 
in  the  year  1933  only  one  state  showed  a  higher  tax  rate  at  the 
end  of  the  year  than  at  the  beginning. 

Certain  students  of  gasoline  tax  problems  ^  have  been  very  much 
concerned  about  the  increases  in  rates  and  have  feared  that  they 
might  result  in  serious  declines  in  fuel  consumption  in  the  states 
imposing  unduly  high  rates.  The  chief  executive  of  the  American 
Petroleum  Institute®  reported  finding  a  consistent  relationship  be- 
tween rate  structure  and  fuel  consumption,  while  the  staff  of  the 
Joint  Committee  on  Internal  Revenue  reported  that  "  It  is  evident 
that  the  rates  are  approaching  the  point  of  diminishing  returns."  ^ 
Many  of  these  students  have  relied  on  the  statistics  of  increases 
and  decreases  in  gasoline  tax  revenues  and  motor  registrations  for 
verification  of  these  views.  They  showed,  for  instance,  that  states 
having  gasoline  tax  rates  of  five  to  seven  cents  showed  a  higher 
rate  of  decline  in  fuel  sold  than  did  those  commonwealths  which 

^  Cf.,  for  e.xample,  the  evidence  submitted  before  the  Ways  and  Means 
Committee  in  connection  with  the  program  of  revenue  revision  in  1932, 
Hearings  of  January  13-27,  p.  97,  and  Hearings,  December  20,  1933,  p.  828. 
See  also  Swensrud,  Gasoline  Taxation  and  Its  Effect  on  Consumption, 
American   Petroleum  Industries  Committee,   1933. 

6  B.  H.  Markham,  "  Taxation  of  the  Oil  Industry,"  Congressional  Record, 
73d  Congress,  2(1  Session,  62975-10428. 

'  Double  Taxation,  'id  Congress,  2d  Session,  1933,  P-  169. 
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had  a  lower  rate  of  taxation  and  that  the  same  states  showed  great- 
est average  declines  in  number  of  motor  vehicles  registered.^ 

To  test  the  general  applicability  of  these  statistics  the  committee 
has  made  the  analysis  incorporated  in  Tables  III,  IV,  and  V,  which 
are  in  the  main  self-explanatory.  The  first  two  of  these  tables  show 
that,  on  the  average,  the  states  having  highest  gasoline  tax  rates 
enjoyed  increases  in  fuel  tax  consumption  from  1932  to  1933, 
whereas  those  having  lowest  rates  showed  decreases;  and  those 
having  highest  rates  averaged  increases  in  motor  registrations, 
while  those  having  lowest  rates  averaged  considerable  declines. 
Table  V  shows  that  on  the  whole,  states  which  superimpose  local 
rates  on  the  state  and  federal  levies  have  suffered  less  declines  than 
have  others.  The  committee  desires  to  intimate  that  these  data  do 
not  prove  more  than  the  figures  submitted  during  the  preceding 
years  which  suggested  precisely  the  contrary  conclusion.  In  a  period 
of  rapidly  fluctuating  business,  it  is  believed  such  data,  standing 
alone,  do  not  justify  a  generalized  conclusion. 

One  of  the  means  of  evading  gasoline  taxes  has  been  to  blend 
non-taxable  fuels  of  various  sorts  with  high  grade  gasoline,  so 
that,  although  the  product  has  been  sold  as  motor  fuel,  the  only 
taxable  constituent  has  been  the  gasoline.  Numerous  products  have 
been  utilized  for  such  blending,  including  distillate,  naphtha,  benzine, 
and  recently  a  considerable  amount  of  kerosene.  In  common  with 
both  administrators  and  representatives  of  the  oil  trade,^  a  majority 
of  the  committee  prefers  a  broad  definition  of  taxable  fuel  so  that 
all  types  of  products  used  in  these  blending  processes — including, 
if  politically  possible,  kerosene — will  be  within  the  purview  of  the 
definition ;  but  certain  members  believe  fuels  used  for  some  purposes 
should  be  exempt  from  taxation  and  so  excluded  from  the  definition 
of  taxable  fuels.  The  committee,  therefore,  is  not  prepared  to  offer 
a  recommendation. 

In  the  early  days  of  gasoline  taxation  all  the  states  imposed  the 
levy  on  the  sale  of  fuel.  It  soon  developed  that  large  fuel  users 
were  importing  the  product  under  the  protection  of  the  interstate 
commerce  clause  of  the  Federal  Constitution  and  were  using  it 
without  paying  auy  tax  whatever.  The  states  soon  recognized 
this  loophole  and  revised  these  statutes  so  as  to  tax  sale  or  use. 

^  Cf.,  for  example,  J.  W.  VanDyke,  "Demand  Falls  Most  in  High  Tax 
Areas,"  National  Petroleum  News,  January  ii,  1933,  P-  21,  and  Beniamin 
Colby,  "  Diminishing  Returns  from  Oasoline  Tax  Rates,''  Aiialist,  June  10, 
1932,  p.  949. 

°  C/.,  for  example,  McAfee,  "  Reducing  Gasoline  Tax  Evasion,"  Oil  and 
Gas  Journal,  November  19,  1931,  p.  99,  and  W.  '1".  Holliday,  President  of 
the  Standard  Oil  Company  of  Ohio,  sjieaking  before  the  1932  North  Amer- 
ican Gasoline  Tax  Conference  at  Philadelphia. 
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TABLE  HI 

Aggregate  Net  Gallons  of  Gasoline  Taxed  at  V'akiols  Rates,  1933 
Compared  with  Preceding  Year  a 


Number 

of 

States 

Gallons  of  gasoline 

Rate 
1933 

•933 

1932 

%  increase  (-f  ) 
or  decrease  ( — ) 

3c.  or  less .  . . 
4c 

5c.  or  over.. . 

16" 

17 

16 

8,210,734,857 

3,743,266,196 
2,270,320,217 

14,224,321,270 

8,296,581,511 
3,750,152,015 
2,203,439.770 

-1.04 
—  .18 

+  3-04 

Total 

49" 

14,250,173,796 

—  .18 

8  Compiled  from  I'.  S.  Bureau  of  Public  Roads,  Table  G-i  (1Q33), 
"Gasoline  Taxes — 1933";  U.  S.  Bureau  of  Public  Roads,  Table  G-i  (1932), 
"  Gasoline  Taxes — 1932." 

^  Includes  the  District  of  Columbia  which  levies  a  two-cent  rate. 


TABLE   IV 

Comparison  ok  Aggregate  of   Motor  Registrations  in   States 
Having  Vakiols  Gasoline  Tax  Rates,  1932-1933  * 


States  having 

gasoline  tax 

rate  of 

Motor 

registrations 

1932 

Motor 

registrations 

'933 

Increase  (  +  )  or 
decrease  ( — )  in 
registrations — % 

3c.  or  lower  . . . 

13.58'. «68 

6,863,584 
3.670.377 

13.344,038 

6,785,342 
3.697.910 

—  '•75 

—  1. 14 

+  -75 

5c.  or  higher... 

Total 

24,115,129 

23,827,290 

— 1.19 

*»  Compiled  from  V.  S.  Bureau  of  Public  Roads,  Table  MV-i  (1933), 
"  Motor  Vehicle  Registrations,  1933." 

In  recent  years  many  fly-by-night  distributors  have  sold  gasoline 
collecting  from  purchasers  sometimes  all  and  sometimes  only  a  part 
of  the  tax  but  have  failed  to  pay  any  of  it  to  the  state.  When,  after 
delay   occasioned  by  the  clumsiness   of  legal   machinery,   the   state 
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TABLE  V 

Gasoline  Sales  in  States  Imposing  County  or  City  Taxes 
Compared  with  Sales  in  Other  States,  1932-1933  » 


States 


Gallons,  1932  Gallons,   1933 


Alabama j  136,421,624  133,885,679 

Florida 207,268,239  j         203,561,549 

Louisiana     166,014,436  163,138,863 

Mississippi  . .  •    '. 96,732,445  |           96,695,407 

Missouri 447,484,670  454,056,751 

New  Mexico 43,845,055  45,310,187 

Total 1,097,766,469  '      1,096,648,436 

Total  of  other  states'",. j  13,152,406,827  13,127,672,834 


ff  increase   (  +  ) 
or  decrease  ( — ) 


—  1.86 

—  '•79 
—'•73 

—  ,04 

+  1.47 
+  3-34 


—  .19 


^  Compiled  from  U.  S.  Bureau  of  Public  Roads,  Table  G-i  (1932),  "State 
Gasoline  Taxes — 1932";  U.  S.  Bureau  of  Public  Roads,  Table  G-i  (1933), 
"  State  Gasoline  Taxes — 1933."  Excludes  two  states  imposing  tax  in  only 
one  or  two  municipalities  each. 

^  Includes  the  District  of  Columbia. 

brought  an  action  to  collect  the  tax,  the  operators  have  been  found 
to  have  no  assets;  thus  judgments  obtained  by  the  state  are  never 
satisfied.  The  same  operators  may  begin  business  in  a  new  guise 
and  in  the  course  of  a  few  months  repeat  the  process.  One  such 
operator  has  been  ascertained  to  have  evaded  gasoline  taxes  by  this 
process  under  four  or  more  trade  names. 

Again,  fuel  shipped  into  a  state  often  can  be  delivered  to  distribu- 
tor or  filling  stations  without  any  liability  for  tax.  These  dealers 
are  liable  only  when  the  fuel  is  sold.  If  it  is  sold  through  an 
independent  filling  station  receiving  the  delivery  from  outside  the 
state,  the  commonwealth  has  grave  difficulty  in  collecting  the  tax. 

In  the  third  place,  even  ignoring  these  irregularities  and  making 
the  doubtful  assumption  that  accurate  records  are  always  kept  by 
distributors,  it  is  found  that  the  state  often  has  difficulty  in  securing 
a  judgment  for  taxes  which  have  not  been  paid.  The  evidence, 
resting  as  it  does  on  the  result  ,of  an  audit  of  the  distributor's 
records,  simply  is  not  sufficient  to  convince  a  jury,  unless  there  Is 
apparent  on  the  face  of  the  record  evidence  of  falsification.^" 

^°  See  McAfee,  op.  cit.,  p.  98;  Hearings  before  the  Ways  and  Means 
Committee,  January  13-27  and  February  2-4,  1932,  pp.  918-919;  and  Craw- 
ford, "  Our  Gasoline  Tax  Government,"  State  Government,  September, 
1932,  P    7 
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Most  of  these  difficulties  can  be  overcome  by  following  the  exam- 
ple of  a  number  of  states  to  the  extent  of  adopting  a  tax  on  receipts, 
rather  than  on  sales.  Such  a  procedure  will  facilitate  a  check-up 
and  will  also  avoid  most  of  the  other  difficulties  already  pointed 
out.i^ 

It  has  been  shown  by  numerous  students  ^-  that,  if  refunds  or 
exemptions  are  allowed,  they  gradually  increase  and  are  subject  to 
extraordinary  abuses.  The  American  Petroleum  Industries  Com- 
mittee reports,  for  example,  a  17  percent  decrease  in  one  state 
resulting  from  the  simple  requirement  that  claimants  for  refunds 
file  a  receipted  bill.  The  committee  consequently  recommends  that 
refunds  and  exemptions  should  be  severely  restricted;  and  that 
such  necessary  exemptions  as  those  to  the  federal  government,  for 
example,  should  be  administered  with  extreme  care  to  avoid  the 
abuses  common  in  connection  with  refund  procedures. 

In  the  course  of  the  early  development  of  motor  fuel  taxation  it 
was  accepted  as  a  matter  of  course  that  the  tax  should  be  imposed 
only  by  the  state  government.  Before  long,  however,  certain  mu- 
nicipalities and  counties  were  levying  motor  fuel  taxes.  (See  Table 
VI.)  In  recent  years  such  local  taxes  have  become  a  significant 
element  in  the  financial  system  of  at  least  three  states  and  are  levied 
to  some  extent  in  several  others.  More  recently  still,  the  federal 
government  has  imposed  first  a  one-and-a-half  cent  tax  and  now  a 
one-cent  tax  on  each  gallon  of  gasoline.  This  tax  was  levied  in 
spite  of  mild  treasury  opposition  based  on  a  desire  for  comity  be- 
tween the  federal  government  and  the  various  states. ^^  Such  i 
provision  was  not  originally  included  in  the  house  bill.  It  was 
agreed  upon  to  assure  adequate  revenues  after  the  senate  had 
added  the  provision  to  the  bill. 

The  situation  respecting  conflicting  and  uncoordinated  gasoline 
taxes  is  also  serious  as  a  result  of  failure  to  develop  cooperation 
between  the  several  states.  Evasion  is  especially  serious  in  certain 
sections  of  the  area  lying  near  the  coast  and  on  certain  state  borders. 

Solution  of  this  entire  problem  depends  partly  on  revising  the 
statutes  to  recognize  the  existence  of  these  various  taxing  jurisdic- 

1^  This  recommendation  is  in  keeping  with  the  views  expressed  by  Presi- 
dent W.  T.  Holliday  of  the  Standard  Oil  Company  of  Ohio,  loc.  cit.; 
McAfee,  loc.  cit.;  and  apparently  by  F.  \.  Martinek,  "The  Gasoline  Tax 
Evasion  Racket,"  Oil  and  Gas  Journal,  January,  193 1,  p.  87. 

1- Crawford,  op.  cit.,  p.  "J ;  American  Petroleum  Industries  Committee, 
Gas  tax  News,  1934,  No.  2135,  p.  2;  Flynn,  Bootleg  Gasoline,  pp.  6-7;  and 
Harcourt  L.  Caverly,  Survey  of  the  Tax  Situation  in  Michigan,  p.  SO- 

'^^  Hearings  before  the  Ways  and  Means  Committee,  January  13-27,  Feb- 
ruary 2-4,  1932,  p.  22.  Cf.  also  the  report  of  the  staff  of  the  Joint  Com- 
mittee on  Internal  Revenue  Taxation  to  the  Subcommittee  of  the  House 
Ways  and  Means  Committee,  Double  Taxation,  pp.  169-170. 
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TABLE  VI 
County  and  City  Gasoline  Taxes,  1932 


Bureau  of  public  roads  study  * 

Bureau  of  Business  Research, 
Univ.  Ky.  study^ 

State 

No. 
cities 

No. 
cos. 

City 
rev. 

Co. 
rev. 

No. 
cities 

No. 
cos. 

City 
rev. 

Co. 
rev. 

Ala."  . . . 

Fla 

La--^.... 

Miss.  . . . 

Mo 

Nev.  • . . 
N.Mex.. 
Wyo.  -  . . 

88 
12 

36 
I 

5 

I 

6 

45 
3 

^735,575 
85,427 

1,743.644 

2,166 

29,398 

5,873 

«5273,255 

1,138.729 
117,817 

135 
12 

I 

60 

I 

9 
I 

5 

46 
3 

54 

$945,772 

74,188 

389,484 

1,842,399 

2,166 

39,092 

5,873 

$3,298,974 

$334,006 

742,746 
119,699 

Total . 

M3     j     54 

^2,602,083 

$1,529,801 

219 

$1,196,451 

^  In  the  bureau  of  public  roads  study,  only  cities  and  counties  actually  report- 
ing are  included.  In  the  University  of  Kentucky  analysis  (not  yet  published), 
figures  are  shown,  partly  as  estimates,  for  all  cities  and  counties  imposing  motor 
fuels  taxes. 

^  The  discrepancy  in  number  of  counties  reported  from  Alabama  probably  arises 
from  discontinuation  of  the  levy  in  one  county.  The  L^niversity  of  Kentucky 
report  does  not  include  estimates  for  counties  or  cities  not  reporting  which  did  not 
continue  to  levy  the  tax  in  the  autumn  of  1933. 

'^  The  bureau  of  public  roads  reports  revenue  for  the  city  of  New  Orleans  and 
parish  of  Orleans  in  the  parish  column.  The  University  of  Kentucky  study  re- 
ports this  revenue  as  municipal  revenue. 

tions.  On  this  point  the  committee  requires  further  study  before 
doing  more  than  direct  attention  to  the  common  view  that,  except 
in  an  emergency  (many  would  not  allow  the  exception),  only  the 
states  should  impose  gasoline  taxes  (a  view  sustained,  for  instance, 
by  the  Interstate  Commission  on  Conflicting  Taxation). 

On  the  other  hand,  the  committee  is  prepared  to  urge  close  co- 
operation between  the  several  states  on  the  one  hand,  and  between 
the  states  and  the  federal  government  on  the  other  (at  least  as  long 
as  the  federal  gasoline  tax  continues  to  be  levied).  The  regional 
type  of  gentlemen's  agreement  for  cooperation  has  proved  particu- 
larly successful  in  certain  sections  and  is  commended  to  the  various 
states  as  perhaps  the  best  approach  to  the  development  of  necessary 
interstate  cooperation  at  the  present  time. 
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Motor  Registration  Taxes  '■* 

It  does  not  seem  worthwhile  to  restate  all  the  practical,  economic, 
and  engineering  reasons  for  utilizing  a  motor  registration  tax. 
These  have  been  repeatedly  emphasized  in  the  National  Tax  Asso- 
ciation Committee  Reports  and  in  other  studies.  We  reiterate 
simply  the  necessity  of  such  a  fee  on  the  ground  of  policing  motor 
vehicles  and  of  requiring  a  "  readiness  to  serve  "  charge,  which  is 
well  established  as  a  sound  principle,  not  only  in  highway,  but  in 
all  other  public  utility,  economics. 

While  there  is  some  disagreement  as  to  the  type  of  tax  which 
should  be  imposed  and  some  diversity  of  opinion  as  to  proper  basis 
or  bases  for  the  impost,  there  is  little  tendency  to  question  the 
necessity  for  such  ta.xation.  Perhaps  the  clearest  important  query 
raised  on  this  score  was  embodied  in  the  decision  of  the  Federal 
District  Court  in  the  Case  of  Prouty  v.  Coyne,  55  F.  (2d)  289.  This 
court  held  a  heavy  motor  registration  tax  invalid  in  application  to 
motor  trucks  doing  an  interstate  business.  Seemingly,  the  decision 
of  the  Supreme  Court  in  the  case  of  Hicklin  v.  Coney  et  al.,  54 
Sup.  Ct.  142,  handed  down  December  15,  1933,  has  the  effect  of 
reversing  the  decision  of  the  lower  court.  Whatever  may  be  the 
result  of  these  opinions,  it  may  be  said  that  even  the  lower  court's 
opinion  had  to  do  essentially  with  the  method  of  taxation,  rather 
than  with  the  legal  feasibility  of  it. 

The  committee  desires,  in  spite  of  certain  substantial  objections, 
as  set  out  above,  to  express  sympathy  with  the  movement  now  under 
way  to  base  the  registration  tax  for  heavy  motor  vehicles  on  the 
use  they  actually  make  of  the  highways.  (Some  members  of  the 
committee  believe  a  tax  on  the  basis  of  ton  mileage  should  be 
imposed  independently  of  the  registration  tax.)  Experiments  al- 
ready are  under  way  in  Kansas  and  Wisconsin,  and  the  California 
Board  of  Equalization  has  urgently  recommended  such  a  plan  for 
that  state.  The  committee  has  not  been  able,  in  the  light  of  the 
brief  period  of  experimentation,  to  canvass  the  practical  adminis- 
trative feasibility  of  this  plan  with  sufficient  care  to  justify  a 
recommendation.  It  is  hoped  that  this  subject  matter  may  receive 
the  detailed  study  of  this  committee  or  of  some  other  committee  of 
the  National  Tax  Association  during  the  coming  year. 

For  the  time  being,  the  committee  recommends  that  the  registra- 
tion tax  for  smaller  vehicles  be  based  on  gross  weight  of  vehicle 
and  load,  so  graduated  that  the  tax  increases  more  than  directly 
in  proportion  to  the  increase  in  gross  weight.  (However,  one 
member  of  the  committee  does  not  approve  this  recommendation.) 
There  should  be  separate  schedules  for  solid-tired  vehicles  and  for 
those  with  three  or  more  axles  on  which  the  wheel  loads  are  dis- 
tributed.    This   view   is   simply   a   reiteration   of   recommendations 

1*  See  Tables  VII  and  VIII  for  revenue  data  for  recent  years. 
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TABLE  VII 
State  Motor  Vehicle  Receipts,  1930-1932  ^ 


State 


Alabama  . 
Arizona  • 
Arkansas  ■ 
California 


Colorado  . . . 
Connecticut 
Delaware   ■ 
Florida  . . . . 


Georgia 
Idaho  • . 
Illinois  . 
Indiana 


Iowa  .... 
Kansas  . . 
Kentucky 
Louisiana 


Maine 

Maryland  . . . 
Massachusetts 
Michigan   . . . . 


Minnesota 
Mississippi 
Missouri 
Montana  •  . 


Nebraska   

Nevada 

New  Hampshire 
New  Jersey 


New  Mexico  . 
New  York  . . . 
North  Carolina 
North  Dakota   . 


Ohio 

Oklahoma    .  . 

Oregon 

Pennsylvania 


Rhode  Island . . 
South  Carolina- 
South  Dakota. . 
Tennessee 


1930 

J931 

1932 

33,799.761 
734.626 

4,283,959 
9,858,810 

33.379,392 

767.508 

3.495.545 

9.763.274 

$3,038,206 

709,069 

2,796,023 
9,391,366 

1,901,230 

8,290,404 
1,110,047 

4.813,495 

1,910,741 

8,259,542 
',043,173 
4,851.968 

1,946,983 

7.953.950 

1,018,396 

5.267,792 

4,482,257 

1,998,290 

18,444,247 

6,346,879 

4.256,553 

1,909.363 

18.426,497 

6,332,101 

3.825,528 

1,617,261 

16,966,682 

6,090,486 

12,693,621 
6,084.348 

5.547.069 

4,609,042 

12,539,613 
6,059,910 
4,842,108 
4.549.244 

1 1,670,688 

5.438,981 

4,650,638 
4,120,002 

3,166,642 

3.437.796 

7.120,583 

22,482,412 

3,184,091 

3,497,807 

7,000,  ;^o6 

21,821,290 

2,956,638 
3,450,386 

6,567,046 

19,835,711 

1 1,062,150 

3.046,393 

10,150,000 

1,583,276 

10,784,845 
2,421,287 

10,140,429 
1,499,492 

10,121,697 

2,137.953 
9.824.564 
'.294,174 

3.804.950 

373.966 

2,290,435 

15,382,456 

3.742,401 

388,327 

2,257.459 

15,891,204 

3,349,152 
395.440 

2,104,096 
15,413,228 

1,279,623 

40,857,715 
6,835.743 

1,958,662 

1,248,097 

41,877,611 

6,164,549 

1,799,120 

769,869 

41.272,035 
5.444.356 
'.79^.973 

13,287,352 
6,536,361 
9,617.930 

33."2,37i 

12,818,705 
5.857.107 
0  940,504 

31,607,172 

18,424,972 
4,789,291 
0,548,171 

29,815,715 

2,280,849 
2,878,352 
2,959.913 

4-767.239 

2,272,879 

2,790,008 

2,808.172 
4,580.685 

2,183,509 
2,470,470 
2,444,290 
3,872,094 
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TABLE  \'ll— Continued 


State 


Texas  - . 
Utah  ... 
Vermont 
Virginia. 


Washington  •  • 
West  Virginia 
Wisconsin  .  . . . 
Wyoming  . . . . 


District  of  Columbia 


1930 


13,961,362 

855,584 

2,392,152 

6,493.989 

7,616,676 

4,702,812 

13.083,521 

691,509 

636,001 


>93i 


13,994,647 

828,303 

2,355.9J3 

6.159,257 

7.623,570 

4.519.763 

11,724,995 

727,667 

623,460 


'otal $355,704,860        $344,337,654 


1932 


'3. '54.999 

801,846 

2,218,413 

6,240,867 

2,179,547 

4,064,526 

10,281,303 

676,442 

868,086 


i?324.273,5'o 


"  Compiled  from  U.  S.  Bureau  of  Public  Roads,  Tables  MV-2  for  respec- 
tive years ;  receipts  from  dealers'  licenses,  chauffeur  and  operator  permits, 
and  miscellaneous  sources  are  included. 

submitted  by  earlier  committees  of  this  association.  The  steeper  of 
the  two  schedules  suggested  by  the  1930  committee  has,  in  the 
opinion  of  this  committee,  been  confirmed  by  research  carried  on 
since  1930.^-'  Indeed  the  findings  of  certain  of  these  investigators  ^" 
would  suggest  that  the  committee  slightly  understated  the  need  for 
steep  graduation.  Perhaps  it  should  be  said,  however,  that  these 
observations  do  not  apply  to  the  distribution  of  fees  between  heavy 
vehicles  of  varying  tire  equipment  and  wheel  load  distribution ;  but 
the  former  is  becoming  a  minor  problem,  since  solid  rubber  and 
metal  tires  are  rapidly  disappearing  from  the  roads. 

As  indicated  in  the  statement  of  general  principles,  the  committee 
is  strongly  of  the  opinion  that  formulation  of  police  measures  gov- 
erning maximum  weights  and  dimensions  bear  strongly,  even  though 
indirectly,  on  the  tax  problem.  If  maximum  dimension  specifica- 
tions encourage  development  of  vehicles  so  heavy  that  it  is 
impractical  to  administer  a  tax  sufficiently  high  to  require  these  road 

'•''  C/.,  in  particular,  W.  S.  Downs,  V'/ie  Cost  of  Providing  Highways 
Suitable  for  Various  Classes  of  I'ehicles  and  The  Economic  Effect  of  Heavy 
I'ehicles  on  Highways;  Charles  B.  Breed,  Cost  of  Roads  Required  for 
Heavy  Vehicles  Compared  'with  Costs  of  Roads  Adequate  for  Passenger 
Automobiles  and  Light  Trucks.  Clifford  Older,  Pennsylvania  Motor  Rev- 
enue Study,  and  the  numerous  brilliant  studies  conducted  by  the  Bureau  of 
Public  Roads  and  reported  variously.  It  should  be  added  also  that  much 
may  be  expected  from  the  investigation  bearing  on  this  subject,  now  being 
conducted  by  the  Coordinator  of  Transportation.  His  reports,  however, 
have  not  been  published. 

^^  E.  g.,  Older,  op.  cit.,  p.  25. 
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TABLE  VIII 

State  Motor  Vehicle  Receipts  per  Motor  A'ehicle 
Registration,  1930-1932  * 


State 


Alabama  . 
Arizona  .  . 
Arkansas  • 
California 


Colorado  . . . 
Connecticut 
Delaware  •  • 
Florida  .  — 


Georgia 
Idaho  ■ 
Illinois 
Indiana 


Iowa  .... 
Kansas  .  . 
Kentucky 
Louisiana 


Maine 

Maryland  . . . . 

Massachusetts  • 
Michigan    . . . . 


Minnesota 
Mississippi 
Missouri  • . 
Montana  . . 


Nebraska 

Nevada 

New  Hampshire 
New  Jersey 


New  Mexico    . . 

New  York 

North  Carolina 
North  Dakota. . 


Ohio  

Oklahoma  . . . 
Oregon  —  . 
Pennsylvania 


Rhode  Island  . 
South  Carolina 
South  Dakota. 
Tennessee  .... 


'93° 


4.89 

19.27 

4-23 

5.78 
19.19 
15.40 
1443 

•2.93 

1645 

10.56 

6. 78 

15-39 
10.19' 
16.24 
16.45 


8.43 
4.87 
15.64 

14.91 
12.63'' 

13-23'' 
1 1. 12 

8.52 
9.70 

16.05 

13.21 

15.02*' 
15.80 

1485" 
10.63 

7.22 
11.85" 

35-93 
13.61 

'3-45 

11.82 

14.14 
1 2.90  ^ 


193' 


513-53' 

5-57 

18,92 

4.18 

5-86 

17-97 
16.06 

14.73 


16.67 

10.80 

6.94 

15-78 
10.39 
14.20 
16.33 

8.19 

4.78 

15.92 

14-73 
13.00° 

13.37^ 
11.28 

8.65 
11.41 
20.04 ' 
13-39 

14.85 
16.08 
14. u' 
10.45 

7.05 
12.13' 
22.41 
13-44 

13-27 
12.30 
14.23 
12.97' 


J  932 


513-19" 
5-92 

20.28 
4.15 

5-92 
19-33 
'6.55 
18.04 

[3.02 

16.44 

10.89 

7-13 

'5-99 
10.71  •' 

'5-35 
16.30 

16.74  *> 

8-33 
4.76 
[5.96 

14.56 
13.12 
13.48" 
[1. 42 

8.67 
[2.30 
[6.38 
'3-53 

9-55 
i(>-33 
14.25 

1.66 

i.oi 
[1.49" 
22.97 
13-40 

13-25 
12.66 
14.72 

12.78" 
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TABLE  VIU— Continued 


State 


Texas   •  • 
Utah  ... 

Vermont 
Virginia 


Washington  . . 
West  Virginia 
Wisconsin  . . . 
Wyoming  ... 


District  of  Columbia 


Total 


$11-95 


1930 

I93I 

1932 

956 

9-99 

10.30 

7-47" 

7-55° 

8.14" 

23-76 

24.22 

24-77 

16.59 

15-55 

15-59 

16.49 

16.71 

4.49 

16.13 

16.43 

16.78 

16.26 

15.10 

«4-43 

11.22'' 

11.72" 

12.01  '• 

1. 14 

i.ii 

1.04 

$10.50 


$10.77 


*  Compiled  from  U.  S.  Bureau  of  Public  Roads,  Tables  >n'-i  and  MV-2 
for  1930,  1931  and  1932. 

^  The  figure  for  total  motor  car  receipts  (passenger  cars,  busses,  trucks, 
and  tractors)  not  being  reported  separately,  the  total  gross  receipts  (total 
motor  cars,  trailers,  motorcycles,  dealer's  licenses,  chauffeur  and  operator 
permits,  and  miscellaneous  items)  is  divided  by  total  motor  cars  plus  trailers 
and  motorcycles. 

<^  The  figure  for  total  motor  car  receipts  not  being  reported  separately, 
and  the  registration  for  motorcycles  ont  being  available,  the  total  gross  re- 
ceipts are  divided  by  total  motor  cars  plus  trailers. 

users  to  pay  their  way,  then  the  fairness  of  the  entire  tax  structure 
may  be  impaired. 

Since  the  committee  regards  this  matter,  however,  as  distinctly 
a  police  problem  and  only  indirectly  a  tax  issue,  it  refrains  from 
passing  any  judgment  on  the  wisdom  of  any  particular  scheme  of 
police  regulation.  Numerous  agencies  already  are  investigating 
such  police  regulation ;  and  some  of  these  agencies  have  from  time 
to  time  made  reports. 

The  committee  is  of  the  opinion  that  reciprocal  arrangements 
now  developed  in  most  of  the  states  should  be  extended.  It  is 
recognized,  however,  as  eloquently  pointed  out  by  H.  H.  Kelley,  of 
the  Bureau  of  Public  Roads, i'  that  extension  of  reciprocity  on  a 
large  scale  to  commercial  vehicles  is  likely  to  prove  exceedingly 
difficult.  Therefore,  as  suggested  above,  the  committee  is  prepared 
to  recommend  a  comprehensive  investigation  of  possible  reciprocity 
for  all  vehicles,  with  such  exceptions  as  seem  proper,  and  of  a  ton 
mileage  tax  for  application  to  such  vehicles  as  are  excepted  from 
the     reciprocal     arrangement.       Even     a     moderate     measure     of 

17  "  The  Problem  of  Motor  Vehicle  Regulation,"  Public  Roads,  December, 
1932,  pp.  164-165. 
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reciprocity  for  commercial  vehicles  may  be  difficult  of  achievement. 
From  recent  extensions  of  the  principle,  in  part  extra-legal,  how- 
ever, perhaps  one  may  justify  the  view  that  more  can  be  done  in 
this  direction  than  is  generally  thought  possible. 

The  Federal  Taxes  on  Motor  Vehicles,  Accessories, 
Lubricants,  and  Fuels 

It  is  difficult  to  say  whether  or  not  the  emergency  federal  taxes, 
now  effective  through  the  federal  revenue  acts  of  1932,  1933  and 
1934,  should  be  regarded  as  special  highway  taxes  or  as  general 
taxes  based  on  the  principle  of  ability  to  pay.  It  appears  that,  in 
general,  the  trade  and  certain  members  of  the  house  and  senate 
have  taken  the  view  that  these  are  special  taxes  for  reimbursement 
of  the  treasury  on  account  of  grants  in  aid  of  highways.  The 
treasury  department  itself  seems  to  have  adopted  a  contrary  point 
of  view.  Since  the  members  of  the  house  ways  and  means  commit- 
tee and  of  the  senate  finance  committee  in  the  course  of  the  hearings 
on  these  measures  left  the  impression  that  these  taxes  were  justified 
by  federal  highway  expenditures,  the  committee  is  placing  these 
imposts  in  this  classification,  despite  any  personal  views  of  the 
members  themselves.  That  is  to  say,  since  members  of  congress 
treated  these  as  special  motor  tax  levies  for  highway  purposes,  the 
trade  may  be  justified  in  regarding  them  in  the  same  light.  (One 
member  of  the  committee  is  unwilling  to  make  this  concession.) 

Most  of  the  consideration  in  a  preceding  section  relating  to  motor 
fuel  taxes  would  apply  to  the  federal  tax.  As  regards  the  taxes  on 
motor  vehicles  themselves,  on  accessories,  and  on  lubricants,  the 
committee  is  inclined  to  accept  the  general  assumption  prevalent 
at  the  time  the  1932  Revenue  Act  was  adopted  that  these  are  emer- 
gency levies  which  will  be  terminated  as  soon  as  the  emergency 
expires.  While  the  committee  accepts  this  view,  it  urges  that  none 
of  these  imposts  except  perhaps  those  on  motor  fuels,  lubricants 
and  tires,  bears  any  close  relationship  to  road  use.  The  fuels  tax, 
as  already  suggested,  involves  unfortunate  conflicts  of  jurisdiction, 
and  the  lubricants  tax  has  proved  difficult  of  administration. 

As  indicated  above,  the  committee  approves  the  principle  that 
the  sum  of  the  special  taxes  imposed  on  motor  vehicle  users  should 
equal  the  annual  cost  of  highways  to  the  extent  the  highways  are 
subject  to  general  motor  vehicle  use.'^    The  committee  has  not  can- 

'^^  Annual  Cost  is  defined  by  the  Interstate  Commerce  Commission  and  by 
students  generally  as  that  part  of  the  interest,  amortization  (depreciation), 
maintenance,  and  general  overhead  reasonably  allocable  to  a  given  year. 
Cf.  Coordination  of  Motor  Transportation,  182  I.  C.  C.  263  at  416;  Breed, 
"  A  General  Discussion  of  the  Cost  of  Highway  Transportation  and  an 
Analysis  of  Road  Cost  on  Two  Moderate  Traffic  State  Highways  in  Massa- 
chusetts," Proceedings  Twelfth  Annual  Meeting  of  the  Highway  Research 
Board,  pp.  28  ff. 
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vassed  completely  the  problem  of  differentiating  general  use  by 
motor  vehicle  operators.  In  many  states  all  of  the  state  highway 
system  is  wholly  and  a  considerable  proportion  of  the  local  road 
mileage  predominantly  in  general  use;  in  other  states,  such  as 
North  Carolina,  perhaps  not  even  all  of  the  state  financed  system 
is  subject  in  the  main  to  general  use  by  motor  vehicle  traffic. 

It  is  highly  probable  that  determination  of  the  details  of  policy 
on  matters  of  this  sort  will  vary  as  a  matter  of  necessity  between 
the  several  states.  This  procedure  is  definitely  proposed  by  such 
eminent  authority  as  the  Joint  Committee  of  Railroads  and  Highway 
Users  in  paragraph  61  of  its  recommendations. 

As  suggested  in  connection  with  the  discussion  of  motor  regis- 
tration licenses  above,  the  problem  of  allocating  the  cost  of 
highways  to  the  various  classes  of  users  is  one  which  has  not  yet 
been  completely  solved  even  in  the  practical  sense.  There  seems  to 
be  some  difference  of  opinion  between  the  eminent  engineering 
authorities  referred  to  above.^°  However,  the  difficulty  is  not  as 
great  as  surface  indications  make  it  appear,  and  the  committee 
looks  forward  with  confidence  to  a  reconciliation  of  the  divergent 
points  of  view  in  the  report  in  course  of  preparation  by  the  Federal 
Coordinator  of  Transportation. 

As  careful  a  student  as  Mr.  Crum  -°  apparently  neglects  one 
caution  which,  in  the  committee's  view,  should  be  given  serious 
consideration  in  determining  the  extent  to  which  local  roads  and 
streets  are  in  general  use  by  motor  transportation.  Mr.  Crum  says, 
for  example,  "  The  logical  basis  for  the  diversion  of  the  returns 
from  gasoline  taxes  among  the  general  use  highways,  the  land 
service  roads,  and  municipal  streets,  is  that  of  the  proportionate 
amount  of  traffic  carried  by  each."  Certain  other  students  -^  have 
adopted  essentially  the  same  viewpoint. 

In  the  field  of  public  utility  economics  in  general  and  of  railway 
economics  in  particular,  it  is  universally  accepted  that  feeder  lines 
can  profitably  be  provided  even  though  they  do  not  directly  produce 
sufficient  revenue  to  pay  their  costs.  This  economic  principle  is 
often  referred  to  as  the  branch-line  principle.  Applied  to  the  road 
problem,  this  means  that  branch  lines  contribute  sufficiently  to  main 
traffic  arteries  to  justify  a  larger  allocation  of  traffic  significance 
to  these  feeders  than  the  proportion  of  vehicle  miles  or  ton  miles 

^^  Perhaps,  in  addition  to  authorities  cited  in  note  IS,  the  admirable  work 
by  Breed,  "  A  General  Discussion  of  the  Cost  of  Ilij^hway  Transportation 
and  an  Analysis  of  Road  Cost  on  Two  Moderate  Traffic  State  Highways  in 
Massachusetts,"  Proceedings  of  Twelfth  Annual  Meeting,  Highway  Re- 
search Board,  p.  30,  and  by  Crum,  "  How  the  Highway  Pays,"  Engineering 
Ne7vs-Record,  July  13,  1933)  PP-  38-39,  should  be  cited  in  this  connection. 
Mr.  Crum's  analysis  is,  for  this  particular  problem,  the  most  useful. 

20  Loc.  cit. 

21  E.  g.,  Worley,  "  .■Automotive  and  Vehicle  Fees  and  Taxes  in  Michigan," 
Proceedings  of  the  Nineteenth  Annual  Highway  Conference,  pp.  72  ff. 
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on  them  amounts  to.  This  principle  is  suggested  in  application  to 
highway  systems  by  the  finding  in  connection  with  traffic  surveys 
that  more  farm  vehicles  are  usually  found  on  state  highways  than 
on  local  land  service  roads. ^^  Thus  an  allocation  of  special  motor 
tax  revenues  to  local  feeder  roads  more  than  proportionate  to  ton 
mileage  is  justified.  (One  member  of  the  committee  is  not  con- 
vinced on  this  point.) 

In  the  course  of  the  last  three  years  much  has  been  said  about  the 
diversion  of  gasoline  and  motor  registration  tax  revenues  to  pur- 
poses other  than  highways.  In  some  connections  alarmists  have 
regarded  expenditures  for  streets  and  for  patrolling  highways  as 
diversion,  and  others  have  been  much  concerned  that  some  motor 
fuel  revenue  has  been  spent  on  oyster  propagation.  It  is  suggested 
that  much  of  the  motor  revenue  is  collected  from  street  users  and 
a  considerable  proportion  (though  much  less)  is  derived  in  the 
state  concerned  from  motor  boat  users  engaged  in  the  oyster  busi- 
ness. During  the  last  three  or  four  years  in  particular,  alarm  on 
this  score  has  increased  remarkably,  and  the  public  to  a  considerable 
extent  has  become  concerned.^^ 

Chevalier  puts  it  thus,  "  Such  diversion,  of  course,  abandons  all 
pretense  to  decency."  The  general  view  represented  in  such  dis- 
cussion is  that  these  taxes  are  special  levies  paid  essentially  by 
highway  users  with  the  tacit  or  express  understanding  that  the 
money  will  be  used  to  provide  highway  facilities.  It  is  regarded 
as  an  act  of  bad  faith  that  the  state  should  divert  the  funds  from 
the  purpose  closely  tied  up  with  the  imposition  of  the  tax  to  some 
end  only  remotely  or  not  at  all  related  to  the  special  interests  of  the 
highway  user. 

On  the  other  hand,  many  persons  viewing  the  situation  from  a 
more  distinctly  public  point  of  view  observe  that  the  money  collected 
in  New  York  State  and  "  diverted  "  to  the  New  York  City  general 
fund  is  very  much  less  than  sufficient  to  carry  on  the  highway  work 
in  which  the  city  is  engaged  and  for  which  it  assumes  responsibility. 
These  persons  are  inclined  to  regard  the  ear-marking  of  gasoline 
and  motor  registration  taxes,  not  essentially  as  an  act  of  good  faith 
with  the  motorists,  but  rather  as  a  method  of  continuing  unfortunate 
budgetary  procedures  which  appeal  to  them  as  being  much  more 
important  than  going  through  the  form  of  ear-marking  the 
revenues. 

--  The  branch-line  principle  is  clearly  recognized  by  the  Interstate  Com- 
merce Commission,  Coordination  of  Motor  Transportation,  182  I.  C.  C.  263 
at  422. 

23  Four  types  of  discussion  of  this  subject  are  found  in  "  Idea  of  Divert- 
ing Gasoline  Taxes  is  Spreading,"  National  Petroleum  News,  September  28, 
1932,  p.  19;  George  Doriot,  "  Motorist  Afoot,"  A''('7('  Outlook,  January,  T933, 
P-  37;  "  Foes  of  Gasoline  Tax  Mobilized  to  Stop  Diversion,"  Business  Week, 
December  9,  1931,  p.  14;  and  Willard  Chevalier,  "The  Great  Highway 
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To  illustrate  this  particular  point  of  view  attention  might  be 
directed  to  one  state  which  has  sometimes  enjoyed  a  highway  fund 
surplus  around  the  beginning  of  the  calendar  year.  At  the  same 
time  there  has  been  a  failure  on  the  part  of  general  fund  income 
to  equal  general  fund  expenditures  for  the  mid-winter  months.  Thus 
the  state  has  encountered  embarrassingly  large  highway  fund  balances 
at  the  same  time  that  it  has  been  forced  because  of  the  ear-marking 
plan  to  borrow  money  for  general  fund  purposes.  Something  akin 
to  this  has  happened  in  many  states,  and  in  some  of  them  has  led 
to  the  practice  of  illegal  "  borrowing  "  which  has  so  much  perturbed 
advocates  of  both  points  of  view.^* 

II.     General  T.\xation 
Tltc  General  Principle  Involved 

As  the  committee  has  already  suggested,  it  believes  there  should 
be,  in  addition  to  motor  registration  and  gasoline  taxes  levied 
specially  as  compensation  for  the  use  of  highways,  certain  general 
motor  transportation  taxes  such  as  are  imposed  on  other  businesses. 
In  the  first  place,  there  should  be  a  property  tax  on  those  classes 
of  property  used  in  motor  transportation  which  are  ordinarily 
subjected  to  such  taxes.  There  should,  for  example,  be  a  real 
property  tax  on  terminal  facilities  used  by  bus  and  truck  companies. 
If  the  state  concerned  imposes  a  general  or  near-general  tax  on 
tangible  personal  property  used  in  business,  there  should  be  a 
personal  property  tax  applicable  to  motor  vehicles  themselves.-^ 
In  keeping  with  this  principle  it  is  quite  proper  on  the  one  hand, 
that  the  state  of  New  York,  which  does  not  include  the  general 
personal  property  tax  in  its  tax  system,  should  exempt  motor 
vehicles  from  property  taxation,  and  on  the  other,  that  the  state  of 
Texas,  which  does  impose  a  property  tax  on  personalty  used  in 
business,  in  general,  should  levy  such  a  tax  on  commercial  motor 
vehicles. 

In  the  second  place,  it  is  expected  that  states  will  impose  a  tax 
on  business  enterprise.  The  committee  of  the  National  Tax  Associa- 
tion appointed  to  prepare  a  model  plan  of  state  and  local  taxation 
reported  to  the  last  conference  a  recommendation  that  such  a  tax 
should  be  imposed  preferably  as  a  business  income  tax.  The  com- 
mittee on  Motor  Vehicle  and  Related  Taxes  has  not  been  charged 
with  the  investigation  of  general  business  taxes,  and  it  makes  no 
recommendation  on  this  subject  beyond  suggesting  that   whatever 

-*  Cf.,  for  example,  F.  G.  Crawford,  Administration  of  the  Gasoline  Tax 
in  the  United  States,  p.  40. 

25  It  is  not  the  committee's  suggestion  that  any  specified  method  of  col- 
lection be  employed,  whether  in  legal  form  as  a  part  of  the  registration 
charge  as  in  Oregon,  as  a  substitute  excise  as  in  Massachusetts,  or  directly 
as  property  tax  as  in  most  of  the  states. 
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form  of  business  tax  is  applicable  to  other  enterprise  should  be 
applied  to  motor  transportation  business,  unless  there  is  special 
legal  or  other  reason  for  a  contrary  procedure.  In  the  committee's 
opinion  there  is  no  general  reason  for  any  other  plan  of  taxation. 
In  general,  the  same  principle  should  be  applied  throughout  the 
tax  system.  If  there  is  a  corporate  organization  tax  for  other 
utilities,  it  should  apply  to  motor  transportation  companies.  If  a 
capital  stock  tax  is  levied  on  other  utilities,  it  should  be  imposed  on 
such  corporations. 

Application  of  General  Sales  Taxes 

The  extraordinary  development  in  the  recent  past  of  general 
sales  taxes  raises  two  issues  of  general  taxation  as  regards  motor 
transportation  economics.  (1)  Should  the  sales  tax  be  applicable 
to  motor  fuels  v^^hich  have  been  subjected  to  a  high  rate  gasoline 
tax  as  compensation  for  highways?  (2)  Should  commercial  motor 
■vehicles,  subject  to  both  registration  and  business  taxes,  be  subject 
also  to  sales  taxes  imposed  on  other  types  of  commodities? 

With  respect  to  the  question  regarding  motor  fuels,  the  committee, 
consistent  with  the  views  already  outlined,  sees  no  economic  reason 
why  the  sale  of  motor  fuel  should  not  be  subject  to  such  taxes  if 
the  sale,  fof  instance,  of  kerosene  for  use  in  the  farm  tractor  is 
liable  for  the  taxes.  It  can  be  argued  that  taxing  gaosline  which  is 
used  in  commercial  motor  transportation  is  taxing  a  capital  item 
and  thus  violating  a  fundamental  principle  of  taxation.  On  this 
issue  the  committee  expresses  no  opinion,  since  the  question  involved 
is  one  of  general  taxation  and  only  incidentally  of  application  to 
motor  transportation.  The  committee  is  of  the  opinion  that,  if 
commodities  used  in  facilitating  production  are  taxed  under  a  gross 
sales  tax  statute,  gasoline  should  also  be  taxed  under  such  a 
measure;  otherwise  it  should  not. 

Answer  to  the  problem  as  to  whether  or  not  automobiles  should 
be  subjected  to  the  state  gross  sales  tax,  if  one  is  levied,  seems  to 
be  equally  apparent  from  the  economic  or  legal  point  of  view. 
From  the  practical  administrative  point  of  view,  the  situation  is 
not  so  clear.  Imposition  of  high-rate  general  sales  taxes  (say  2 
or  3  percent)  on  the  sale  of  motor  cars,  particularly  expensive 
trucks  and  busses,  works  a  serious  hardship  on  dealers  within  the 
state,  since  it  results  in  shifting  the  business  to  interstate  commerce. 

Some  effort  has  been  made  to  avoid  this  difficulty,  and  still 
collect  the  tax.  One  state,  for  example,  has  levied  an  excise  tax 
on  all  vehicles  registered  which  have  been  purchased  since  the  gross 
sales  tax  act  became  effective  and  which  have  not  been  subjected  to 
that  tax.-°  Possibly  it  is  an  open  question  as  to  whether  this  device, 
or  any  other  available,  imposes  a  ])urdcn  on  interstate  commerce. 

-"  House  Bills  65  and  66,  Special  Session,  1934,  of  the  Kentucky  General 
Assembly. 
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Clearly,  if  a  gross  sales  tax  act  provides  exemption  from  its 
terms  of  all  such  capital  goods  as  railroad  rolling  stock,  manufac- 
turing machinery,  and  farm  implements,  commercial  motor  vehicles 
should  likewise  be  exempt. 

Chairman  Marion  McKay:  After  having  listened  to  this  ex- 
haustive and  splendid  report,  and  recalling  the  report  that  was  made 
at  the  last  conference,  I  am  sure  President  Holcomb  will  agree  with 
me  that  Mr.  Martin  is  made  of  steel  rather  than  of  iron.  The 
importance  which  the  program  committee  attaches  to  the  subject 
matter  for  this  evening's  session  is  indicated  by  the  provision  that 
has  been  made  for  the  discussion.  This  exhaustive  report  has 
brought  to  our  minds  that  each  succeeding  year  brings  in  its  turn 
few  problems  and  few  complexities,  in  connection  with  motor 
vehicle  and  liquid  fuel  taxation.  I  am  very  pleased  to  read  from 
the  program  the  names  of  those  who  are  to  discuss  this  very 
important  report.  The  names  that  I  see  on  the  program  indicate 
that  there  is  an  interest  in  the  subject  which  is  not  alone  confined 
to  those  who  pay  the  taxes  on  motor  vehicles  and  fuels.  The  first 
gentleman  who  is  to  discuss  the  report  is  a  representative  of  the 
Louisville  &  Nashville  Railroad,  Mr.  J.  H.  McChord.  I  am  very 
pleased  to  present  Mr.  McChord  to  this  conference. 

J.  H.  McCiiORD  (Kentucky):  Mr.  Chairman,  and  Ladies  and 
Gentlemen  of  the  conference,  I  wish  to  express  my  very  genuine 
appreciation  of  the  invitation  of  the  chairman  of  the  program  com- 
mittee, through  Dr.  ]\Iartin,  briefly  to  express  my  personal  views, 
from  a  railroad  standpoint,  of  the  report  to  which  you  have  just 
listened.  More  especially  is  this  invitation  appreciated  by  me  in 
view  of  the  fact  that  I  am  in  no  sense  a  tax  expert.  You  will 
readily  understand,  Mr.  Chairman,  therefore,  that  I  feel  very 
humble  in  this  presence.  However,  I  have  certain  data  which  I 
hope  may  be  useful  to  you  in  the  course  of  your  deliberations. 

The  general  subject  of  taxation  is,  of  course,  one  of  the  outstand- 
ing railroad  problems.  In  1932  the  tax  bill  of  the  Class  1  railroads 
was  $275,136,000,  which  was  approximately  9%  of  their  gross 
earnings,  and  nearly  three  times  as  great  as  the  cash  dividends 
declared.  The  railroads  are  also  interested  in  the  special  subject 
of  taxes  for  road  purposes,  as  is  shown  by  the  fact  that,  in  1932, 
$45,000,000,  or  nearly  14%,  of  all  railroad  taxes,  exclusive  of  federal 
taxes,  was  for  the  maintenance  and  construction  of  highways. 
Upon  these  highways  operate  commercial  trucks  and  busses  which 
are  the  railroads'  chief  competitors.  It  has  been  estimated  that 
in  1932  there  was  a  loss  of  railway  freight  revenues  alone  to  com- 
mercial trucks  of  approximately  $500,000,000.  If  this  estimate  is 
correct,  this  loss  resulted  in  a  50%  reduction  in  net  railway 
earnings. 
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The  commercial  trucks,  that  is,  the  so-called  common  and  contract 
carrier  trucks,  compose  less  than  27c  of  all  the  motor  vehicles  of 
the  country,  yet  they  constitute  practically  all  of  the  heavier  trucks 
upon  the  highways.  It  has  been  estimated  by  competent  highway 
engineers  that  roads  designed  to  carry  three  ton  vehicles  would 
be  satisfactory  for  about  95%  of  all  motor  vehicles,  and  that  such 
highways  can  be  constructed  and  maintained  at  from  one-third  to 
two-thirds  of  the  cost  of  highways  required  for  vehicles  having  a 
gross  weight  of  from  20,000  to  40,000  pounds.  In  1931  the  governor 
of  Virginia  announced  that  the  existing  highway  bridges  of  the 
state  were  adequate  for  98%  of  the  traffic  but  that  an  expenditure 
of  $10,000,000  was  imperative  to  reconstruct  these  bridges  to  ac- 
commodate the  heavy  motor  vehicles. 

It  is  the  commercial  trucks  that  are  largely  responsible  for  the 
costly  type  of  roads  and  bridges  now  being  constructed  and  main- 
tained, yet  they  pay  less  than  3%  of  the  annual  road  costs  of  the 
country.  It  has  been  contended  by  the  commercial  motor  interests 
in  Kentucky,  for  example,  that  the  license  and  mileage  taxes 
exacted  of  them  are  excessive  in  comparison  with  the  average 
charges  required  in  other  states,  yet  in  Kentucky  the  same  schedule 
of  license  or  registration  taxes  applies  to  both  private  and  com- 
mercial trucks.  Aside  from  a  small  application  fee  paid  when 
commercial  operators'  certificates  and  permits  are  issued,  the  only 
additional  charge  exacted  of  commercial  trucks  is  a  mileage  tax. 
In  1933  the  total  mileage  taxes  paid  in  Kentucky  by  the  more  than 
900  commercial  trucks  subject  to  that  tax  were  less  than  $80,000. 

We  hear  much  of  the  large  amount  of  taxes  paid  in  this  country 
by  the  "  motor  interests,"  yet  95%  of  all  motor  vehicle  fees  and 
gasoline  taxes  are  paid  by  the  owners  of  private  automobiles  and 
private  trucks.  Moreover,  all  motor  fees  and  all  gasoline  taxes 
constitute  less  than  one-half  of  the  total  annual  income  expended 
in  all  the  states  for  road  purposes.  The  public  pays  the  balance, 
consisting  of  approximately  a  billion  dollars  a  year  in  property 
taxes  and  other  forms  of  taxation  having  no  special  relation  to 
motor  vehicles. 

The  Supreme  Court  of  the  United  States  in  a  recent  opinion 
said: 

"  It  is  well  established  law  that  the  highways  of  the  state  are 
public  property;  that  their  primary  and  preferred  use  is  for  private 
purposes ;  and  that  their  use  for  purposes  of  gain  is  special  and 
extraordinary,  which,  generally  at  least,  the  legislature  may 
prohibit  or  condition  as  it  sees  fit."  (Stephenson  v.  Binford,  287 
U.  S.  251,  264.) 

"  Common  carriers  for  hire  who  make  the  highways  their  places 
of  business  may  properly  be  charged  an  extra  tax  for  such  use." 
(Clarke  v.  Poor,  274  U.  S.  554,  557.) 
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The  railroads  own  their  rights  of  way,  build  and  maintain  the 
cuts  and  fills  and  bridges  and  tracks  and  other  superstructures, 
and,  in  addition,  they  pay  heavy  taxes  on  this  property.  Their 
competitors  use  the  public  highways.  For  this  use,  in  my  opinion, 
they  pay  a  comparatively  small  portion  of  the  costs  which  are 
properly  chargeable  to  them.  It  is  unfair  to  the  owners  of  private 
motor  vehicles,  it  is  unjust  to  all  taxpayers,  including  the  railroads, 
to  require  them  to  pay  any  part  of  the  highway  costs  resulting 
from  the  operation  of  the  heavy  commercial  trucks.  The  commer- 
cial motor  operators  should  be  required  to  pay  their  own  way  and 
to  shoulder  the  burden  which  is  properly  theirs.  In  this  respect 
the  railroads  and  their  competitors  should  be  treated  alike. 

I  respectfull}'  submit,  therefore,  that  in  the  statement  of  the 
general  principles  embodied  in  your  report,  it  should  be  expressly 
asserted  that  commercial  motor  carriers  should  be  required  to  pay 
for  at  least  three  things :  ( 1 )  the  additional  expenditures  for  the 
construction  of  the  highways  properly  attributable  to  their  motor 
vehicles,  (2)  the  excess  cost  of  maintenance  resulting  from  the 
weight  and  size  of  these  vehicles  and  their  constant  use  of  the 
highways,  and  (3)  a  fair  and  reasonable  charge  in  the  nature  of  a 
rental  for  the  use  of  public  property  as  a  place  for  conducting  a 
private  transportation  business. 

Chairman  Marion  McKay  :  This  has  been  the  experience  of 
an  experienced  railroad  man.  I  shall  proceed  in  the  order  in  which 
the  names  appear  on  the  printed  program.  The  next  man  to  discuss 
this  report  is  a  representative  of  the  National  Automobile  Chamber 
of  Commerce,  in  the  person  of  the  vice  president.  I  am  pleased, 
therefore,  to  present  Mr.  A.  J.  Brosseau,  who  will  discuss  the  paper 
from  another  point  of  view. 

A.  J.  Brosseau  (New  York):  Mr.  Chairman  and  Gentlemen, 
the  presentation  made  by  the  last  speaker  prompts  me  to  remind 
you  that  the  chairman,  in  announcing  those  of  us  who  will  discuss 
this  subject,  said — tlie  names  of  the  speakers  indicate  that  there  is 
an  interest  in  this  subject  which  is  not  confined  to  those  who  pay 
the  taxes.     Do  I  quote  you  correctly,  Mr.  Chairman  ? 

Chairman  Marion  McKay  :    That  is  sufficiently  accurate. 

A.  J.  Brosseau  (continuing)  :  I  am  especially  glad  of  the  op- 
portunity to  speak  to  this  group,  because  I  believe  it  is,  or  ought 
to  be,  the  best  informed  and  best  equipped  to  study  taxation — the 
theory,  practice  and  the  incidence  thereof.  It  is  my  belief  that  you 
gentlemen  should  confine  yourselves  to  this  phase  of  the  question, 
rather  than  to  go  far  afield  and  attempt  to  adjust  or  equalize  com- 
petition between  different  forms  of  transportation. 

We  all  have  heard  arguments  similar  to  that  made  by  the  last 
speaker,  which,   in   my  humble   opinion,  are  more  concerned  with 
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economic  factors  than  with  taxation.  So,  I  ask,  why  assess  punative 
taxes  on  the  motor  vehicle  because  it  is  a  competitor  of  the 
railroad  ? 

The  motor  vehicle — whether  it  is  owned  by  a  private  individual 
transporting  his  own  merchandise,  or  a  "  for  hire  "  carrier — is  an 
important  factor  in  modern  commerce.  I  am  sure  those  of  you  who 
have  studied  this  subject  know  that  more  merchandise  is  carried 
by  the  private  individual,  moving  his  own  merchandise,  than  by 
the  so-called  common  carrier  truck. 

The  common  carrier  truck  is  not  comparable  to  the  railroad.  It 
is  the  "  for  hire  "  agent  of  the  owner  of  merchandise  who  chooses 
to  employ  it,  rather  than  operate  his  own  truck.  The  fact  that  the 
motor  vehicle  is  a  private  or  a  "  for  hire  "  carrier  is  not  as  important 
as  some  of  our  railroad  friends  would  have  us  think  it  is. 

If  I  am  right  in  thinking  that  your  association  is  interested  in 
the  theory  and  practice  of  fair  and  just  taxation,  I  am  confident 
that  your  conclusions  will  be  based  upon  facts  that  are  facts,  and 
that  you  will  recommend  principles  of  taxation  that  will  be  fair  to 
the  motor  vehicle  owners  and  the  public  they  serve.  And  may  I 
say  that  I  believe  the  public  interest  in  fair  and  just  taxes  comes 
first.  It  is  far  more  important  than  the  struggle  between  different 
forms  of  transportation. 

I  have  seven  minutes,  which  is  not  a  very  long  time,  and  I  have 
something  more  which  I  should  like  to  say,  so  I  shall  ask  the  "  Big 
Boss  " — Mr.  Holcomb — to  pull  my  coat  tail,  if  I  do  not  get  through 
in  sufficient  time.  And  if  that  happens — as  I  expect  it  will — perhaps 
I  may  have  permission  for  "  leave  to  print  "  as  they  say  in  Congress. 

Secretary  W.  G.  Query  :    That  is  right. 

A.  J.  Brosseau  (continuing)  :  I  assume  that  is  granted.  I  will 
now  address  myself  to  some  further  comment.  It  is  just  ten  years 
ago  that  the  National  Tax  Association  first  became  definitely  in- 
terested in  the  problem  of  highway  finance.  At  that  time,  Professor 
Jacob  Viner,  of  Chicago,  now  chairman  of  a  treasury  committee 
wrestling  with  the  whole  subject  of  federal  taxation,  was  named 
as  the  head  of  a  committee  which  went  into  the  question  of  how 
to  pay  for  our  highways. 

The  writer  was  a  member  of  that  committee,  and  so  has  a  special 
interest  in  the  work  which  Professor  Martin  has  since  so  ably 
carried  on  in  the  interest  of  the  National  Tax  Association. 

Ten  years  ago  there  were  many  gaps  in  our  knowledge  of  the 
subject,  and  consequently,  it  was  possible  to  speak  only  in  broad 
outline  on  many  subjects. 

In  the  interval,  Professor  Martin  and  his  associates  have  been 
able  to  gather  much  fundamental  information  and  so  have  performed 
a  useful  public  service  in  more  clearly  defining  the  field  and  the 
relations  which  obtain. 
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As  we  approach  the  subject  tonight,  I  find  in  Professor  Martin's 
report  many  principles  with  which  I  can  express  a  full  support. 

No  one,  for  example,  will  deny  today  that  the  motor  vehicle 
should  pay  its  fair  share  of  the  costs  of  the  highway  which  it  uses. 

No  one  will  deny  that  the  motor  vehicle  user  should  pay  taxes 
for  the  support  of  government  just  as  other  taxpayers  do. 

Few  will  deny  that  roads  should  be  improved  according  to  the 
necessities  of  traffic  and  no  further. 

Further,  when  we  discuss  the  question  of  how  taxes  shall  be 
levied,  there  is  little  dispute  today  as  to  the  propriety  of  reasonable 
registration  and  gasoline  taxes. 

Nor  will  there  be  much  question  that  taxes  should  be  pro-rated 
according  to  the  use  which  is  made  of  the  highway,  whether  that 
use  is  expressed  in  terms  of  consumption  of  goods  carried,  by  the 
amount  of  travel,  or  by  the  relative  wear  and  tear  on  the  highway. 

Further,  I  think  it  may  safely  be  said  as  a  statement  of  fact 
which,  however,  the  committee  has  not  gone  into,  that  in  general 
the  motor  vehicle  users  of  the  country  are  not  only  meeting  the 
requirements  which  the  committee  has  set  down,  but  that  in  many 
cases  they  are  doing  much  more. 

This  brings  me  to  a  discussion  of  the  one  or  two  points  which 
it  seems  to  me  should  be  emphasized  in  this  or  any  other  discussion 
of  motor  vehicle  taxation. 

As  highways  have  been  developed,  they  have  brought  with  them 
a  growing  use  of  motor  vehicle  transportation. 

Instead  of  adopting  their  systems  of  transportation  to  the  new 
conditions,  many  railroads  have  sought  to  retain  for  themselves, 
that  monopoly  in  transportation  which  they  enjoyed  prior  to  the 
motor  vehicle. 

As  a  means  of  accomplishing  that  purpose  they  have  sought  to 
add  to  the  burden  of  motor  taxation  on  the  theory  that  the  cost 
of  highway  transportation  should  be  equalized  with  that  of 
railroads. 

I  submit  that  no  unprejudiced  economist  or  tax  expert  who  is 
interested  either  in  progress  or  in  getting  revenue,  can  subscribe  to 
that  doctrine. 

It  is  an  acceptance  of  the  theory  which  one  hears  so  often  that 
'■  the  power  to  tax  is  the  power  to  destroy." 

Further,  it  is  a  denial  to  the  public  of  the  right  to  the  use  of  a 
transportation  service  which  it  has  itself  paid  for. 

The  important  issue  is  that  the  users  of  the  highways  shall  pay 
their  fair  share  of  the  costs. 

That  accepted,  then  the  question  is  one  as  the  committee  has  said, 
of  a  fair  division. 

It  is  at  this  point  that  I  find  the  most  important  difference  of 
opinion  which  I  have  to  express  with  the  work  which  Professor 
Martin  has  done. 
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Included  in  his  report  is  expression  of  sympathy  with  the  move- 
ment for  a  ton-mile  tax,  based  on  the  belief  that  this  is  a  fair 
measure  of  use  of  heavy  motor  vehicles. 

The  fact  is  that  in  actual  practice,  the  ton-mile  tax  is  not  brought 
forward  as  a  substitute  for  other  and  less  equitable  forms  of  taxes, 
but  as  an  additional  tax. 

The  effect  is  to  ignore  the  basic  principle  that  special  taxes  should 
be  measured  by  special  benefits.  As  a  result,  the  taxpayer  has 
one  more  burden  to  add  to  his  load  and  the  public,  which  uses  the 
vehicle  as  a  means  of  transportation,  is  penalized  by  unjust  increases 
in  its  costs. 

This  one  objection,  it  seems  to  me,  is  serious  enough  to  make  it 
inadvisable  to  advertise  the  levy,  but  it  is  not  by  any  means  the 
only  objection. 

Let  me  summarize  other  reasons  in  opposition  to  it. 

1.  A  ton-mile  tax  can  take  no  account  of  the  value  of  the  com- 
modity hauled.  So  as  C.  E.  Childe,  of  the  National  Industrial 
Traffic  League,  has  pointed  out,  it  "'  would  impose  a  relatively  undue 
burden  upon  low-grade  heavy  freight  as  distinguished  from  the 
higher,  bulkier,  more  valuable  commodities." 

2.  A  ton-mile  tax  can  take  no  account  of  the  empty  mileage. 
The  smaller  the  truck  operator,  the  less  his  ability  to  secure  return- 
trip  loads.    A  ton-mile  tax  would  penalize  him  unduly. 

3.  The  stated  purpose  of  the  tax  is  to  measure  wear  and  tear. 
Yet,  wear  and  tear  itself  is  measured  by  the  number  of  wheels  on 
the  vehicle  and  the  type  of  tire  equipment.  The  larger  and  heavier 
vehicle  may  actually  do  less  damage  than  the  smaller  vehicle 
carrying  an  overload.  Certainly  if  it  were  travelling  empty,  the 
wear  and  tear  would  be  less,  but  still  the  ton-mile  tax  would  go  on. 

From  an  administrative  point  of  view,  there  are  large  arguments 
against  the  tax. 

1.  Discrimination  results.  The  large  well-organized  operator 
pays,  the  casual  does  not. 

2.  Evasion  is  simple.  Exact  speedometers  are  expensive.  They 
can  not  be  kept  in  repair  under  the  severe  conditions  imposed  by 
truck  use  except  at  a  considerable  cost.  It  is  a  fact  well  known  to 
investigators  that  few  truck  operators  keep  accurate  records  of 
their  mileage  today  for  the  reasons  given. 

3.  Few  trucks  travel  over  definite  routes.  They  serve  best  when 
they  go  where  the  business  is.  Consequently,  there  is  no  way  of 
definitely  checking  their  mileage  except  at  high  cost. 

4.  Because  of  the  growing  number  of  roads  into  and  out  of 
ever}^  community  and  every  state,  any  attempt  to  check  traffic  at 
"  ports  of  entry "  becomes  a  costly  one.  \\' herever  states  have 
published  their  costs  of  collection  as  against  the  amounts  received, 
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the  charges  are  out  of  all  reasonable  relation  to  the  benefits,  par- 
ticularly when  compared  with  other  forms  of  taxation. 

5.  From  the  standpoint  of  obtaining  a  rough  and  ready  gauge 
of  the  use  made  of  the  road,  the  weight  tax  plus  the  gasoline  levy 
comprise  a  reasonable  impost  which  avoid  all  the  irritations  and 
costs  which  the  ton-mile  tax  inevitably  brings  with  it. 

6.  It  was  these  facts  which  impelled  the  Joint  Committee  of  Rail 
and  Highway  Users  to  drop  a  recommendation  for  this  levy  from 
their  report  two  years  ago. 

Summed  up  then,  it  is  my  judgment  that  the  ton-mile  tax  is 
"  just  another  tax  "  open  to  all  the  criticisms  which  meet  any  tax 
and  utterly  contrary  to  the  public  interest  at  this  time  because  it 
is  one  more  cost  added  to  an  already  high  total. 

Chairman  Marion  McKay  :  Your  time  is  up  unless  the  con- 
ference is  willing  to  grant  permission  for  you  to  continue. 

John  E.  Brindley  (Iowa)  :  Move  the  time  of  the  gentleman 
be  extended. 

(The  motion  duly  seconded.) 

Chairman  AIarion  McKay  :  I  think,  iSIr.  Speaker,  that  it  is 
quite  in  order  that  you  be  permitted  to  continue. 

A.  J.  Brosseau  (continuing)  :  Thank  you.  May  I  deal  briefly 
with  one  or  two  other  aspects  of  the  report.  Some  comment  is 
made  about  diversion. 

Personally,  I  see  no  serious  objection  to  inclusion  of  the  gasoline 
and  motor  taxes  into  the  general  treasury  of  the  state,  so  long  as 
the  amounts  are  ear-marked  for  road  use  and  available  for  that 
purpose  as  and  when  required. 

Beyond  that,  however,  it  seems  to  me  that  the  equities  require 
that  when  the  public  agrees  to  tax  itself  for  a  specific  purpose,  that 
the  amounts  so  collected  should  be  reserved  for  that  purpose  and 
no  other,  however  worthy. 

To  take  any  other  course  would  be  to  encourage  a  violation  of 
the  public  will. 

With  respect  to  the  details  of  gasoline  taxation,  I  should  like 
to  be  assured  that  the  petroleum  groups,  who  have  made  a  detailed 
study  of  this  problem,  have  been  consulted,  because  they  know  the 
incidence  of  these  levies. 

My  interest  goes  solely  to  the  question  that  in  amount  they  shall 
constitute  a  fair  share  of  the  road  users  burden  and  no  more,  a 
position  with  w'hich  I  understand  the  committee  report  agrees. 

In  conclusion,  may  I  again  express  the  feeling  that  Professor 
Martin  has  done  an  excellent  job.  I  have  dwelt  upon  particular 
points  because  I  feel  they  require  discussion,  but  otherwise  in  the 
main,  I  think  the  report  one  which  deserves  public  support. 
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Chairman  ]\Iarion  McKay  :  We  are  very  grateful  for  these 
pointed  remarks  in  connection  with  the  committee's  report,  and  the 
chair  wishes  to  express  the  hope,  owing  to  the  lateness  of  the  hour, 
that  the  next  two  speakers  might  possibly  confine  their  discussion 
to  the  allotted  time  of  seven  minutes.  I  am  pleased,  then,  to  call 
upon  the  representative  of  the  American  Petroleum  Industries 
Committee,  in  the  person  of  Mr.  Frank  E.  Packard. 

O.  C.  Cash  (Oklahoma)  :  Mr.  Chairman,  and  Ladies  and  Gentle- 
men of  the  conference,  Mr.  Packard  was  unable  to  appear  at  this 
conference,  and  he  asked  me  to  express  his  appreciation  of  the 
opportunity  to  have  his  paper  read.  I,  as  one  of  his  subordinates, 
am  going  to  read  his  comments  upon  the  general  report  that  has 
been  rendered  by  Dr.  Martin. 

COMMENTS  ON  THE  REPORT  OF  THE  COMMITTEE  OF 

THE  NATIONAL  TAX  ASSOCIATION  ON  MOTOR 

VEHICLE  AND   RELATED   TAXES 

FRANK    E.    PACKARD 

The  suggested  principles  recommended  in  the  report  of  the  Com- 
mittee on  Motor  Vehicle  and  Related  Taxes,  National  Tax 
Association,  appear,  for  the  most  part,  to  be  reasonably  sound  and 
equitable,  except,  I  think,  for  the  apparent  premise  that  the  highway 
user  should  pay  taxes  in  amount  "  sufficient  to  pay  the  annual  cost 
of  state  highways  (as  the  term  is  generally  understood),  plus  that 
share  of  the  cost  of  local  roads  and  arterial  city  streets,  which  arises 
from  general  motor  traffic,"  and  that  registration  taxes  should  be 
graduated  according  to  gross  weight  and  capacity  load  of  motor 
vehicles.  If,  by  this,  is  meant  that  the  motorist  or  highway  user 
should  pay  the  entire  cost  of  constructing  state  highways,  local 
roads  and  arterial  streets,  and  that  large  vehicles  should  bear  a 
burden  even  greater  than  that  which  they  now  bear,  then  the 
highway  user  is  bound  to  object,  for  several  reasons. 

Highway  Users  and  Their  Just  Share  of  Highway  Cost 

The  report  apparently  does  not  take  into  consideration,  when  It 
comes  to  distributing  the  burden  of  road  costs,  the  benefits  that 
accrue  to  others  than  highway  users  through  the  improvement  of 
state  and  local  roads.  The  motor  vehicle  is,  of  course,  no  longer  a 
luxury.  On  the  contrary,  it  has  become  a  very  necessary  medium 
of  our  everyday  professional  and  commercial  life.  It  should,  there- 
fore, be  taxed  only  as  a  necessary  and  essential  contributor  to  the 
general  advancement  of  civilization  and  commerce.  Motor  vehicle 
transportation  is  now  serving  45,000  communities  in  this  country 
that  are  not  reached  by  railroad  transportation. 
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Motor  vehicles  must,  of  necessity,  operate  on  the  highways,  since 
that  is  what  the  highways  are  for,  and  certainly  they  should  be 
required  to  pay  their  just  share— but  only  their  just  share,  and  no 
more — of  the  expense  of  building  and  maintaining  the  roads.  Taxa- 
tion of  motor  vehicles  should  not,  however,  be  predicated  on  the 
theory  that  they  are  a  nuisance  or  a  luxury,  or  because,  commer- 
cially, they  set  up  a  form  of  competition  to  railway  and  waterway 
transportation.  It  was  never  contemplated  that  our  highways 
should  be  for  pleasure  vehicles  alone.  Yet,  there  are  some  who 
seem  to  think  they  are. 

Our  entire  modern  scheme  of  living,  especially  in  the  past  decade, 
has  been  built  up  largely  upon  the  use  of  the  motor  vehicle.  This 
has  been  more  forcefully  demonstrated  during  the  past  three  years 
of  the  depression  than  at  any  other  time.  Illustrations  of  this  are 
numerous,  but  a  few  will  suffice.  For  example,  thousands  of  persons 
have  moved  to  outlying  suburbs  where  rents  and  home  sites  were 
cheaper  and  living  conditions  more  suited  to  the  rearing  of  a  family. 
These  persons  must  rely  principally  upon  the  family  automobile  in 
their  everyday  life. 

Farmers,  who  own  and  operate  motor  vehicles  to  the  number  of 
5,035,000  in  this  country,  not  only  rely  upon  their  motor  cars  to 
take  them  to  town  and  to  church,  and  to  market  their  farm  produce, 
but  they  rely  also  upon  66,300  school  busses  to  take  their  children 
to  school.  Consolidated  schools  and  the  consequent  improvements 
and  economies  in  rural  education  have  all  come  about  as  a  result 
of  motorized  transportation.  The  consolidated  schools  would  have 
to  be  abandoned  at  tremendous  monetary  and  cultural  loss  if  low 
cost  busses  were  not  available  for  the  transportation  of  the  pupils. 
Milk  routes,  merchandising  routes,  and  the  new  consolidated  rural 
mail  routes  have  also  developed  with  motor  transportation,  not  for 
the  highway  user  merely,  but  for  the  whole  rural  population.  The 
entire  fabric  of  wholesale  merchandising  revolves  around  the 
travelling  salesman  who  is  now  largely  dependent  upon  a  low-priced 
automobile  operated  at  economical  cost.  During  the  depression 
thousands  of  tradesmen  have  found  the  automobile  a  tremendous 
aid  in  looking  for  work. 

The  percentage  of  automobiles  which  are  definitely  in  the  luxury 
class  is  so  small  that  special  taxes  levied  on  them  as  a  luxury  would 
probably  have  very  little  effect  upon  total  revenue.  It  may,  of 
course,  be  fair  and  equitable,  on  the  theory  that  taxation  of  motor 
vehicles  should  be  based  on  the  ability  to  pay,  as  some  may  say,  if 
the  license  fee  were  in  relation  to  the  value  of  the  car  in  the  year 
licensed,  but  such  a  program  should  apply  to  all  cars  and  not  to 
any  arbitrary  class. 

All  things  considered,  it  is  not  fair  and  just  that  the  motor  vehicle 
should  be  required  to  pay  the  entire  cost  of  highway  construction 
and  maintenance.     The  federal  government,  as  in  the  past,  should 
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continue  to  contribute  federal  aid  for  the  roads  in  the  federal  system 
without  a  federal  gasoline  tax  or  federal  motor  vehicle  taxes.  The 
federal  government  has  a  vital  interest  in  the  public  roads  from  the 
standpoint  of  the  national  defense  and  the  encouragement  of  inter- 
state commerce.  A  certain  percentage  of  all  road  costs,  too,  should 
be  assessed  against  adjacent  and  nearby  land,  the  value  of  vi'hich 
is  considerably  enhanced  by  highway  improvement,  which  opens  up 
new  rural  areas  and  provides  quicker  and  better  access  to  the  exist- 
ing ones. 

For  county  and  other  local  roads  a  percentage  of  the  cost  should 
be  contributed  by  the  state  to  the  counties  as  state  aid  from  the 
state  taxes  paid  by  the  highway  users,  but  the  larger  percentage 
of  the  funds  for  such  roads  should  come  from  the  general  fund  of 
the  counties  as  heretofore,  without  any  county  levies  on  the  motor- 
ists, because  of  the  general  good  afforded  people  in  all  walks  of 
life  and  particularly  to  the  mercantile  and  other  business  interests 
in  the  county  seats  and  smaller  towns,  who  profit  exceedingly  by 
the  increased  travel.  Another  percentage  of  the  county  road  costs 
should  be  assessed  against  the  adjacent  and  nearby  land  along  the 
route  of  the  improved  highways,  because  of  the  increased  value  that 
attaches  to  such  land  through  the  improvements. 

Those  who  would  place  upon  the  back  of  the  already  overbur- 
dened highway  user  the  entire  cost  of  constructing  and  maintaining 
all  roads  lose  sight  of  the  fact  that  because  of  these  improved 
highways  the  entire  state — government  and  people — gains  eco- 
nomically by  reason  of  quicker  and  better  access  to  the  state  capital 
which  is  linked  up  with  the  county  seats.  The  people  secure, 
through  such  improved  highways,  greater  business  revenues  from 
tourist  traffic.  All  communities  of  the  state  profit  exceedingly 
through  better  cultural  and  commercial  relations.  Hauling  costs 
are  lower  because  of  the  more  economical  transportation  provided 
and  the  general  well  being  is  enhanced  through  a  lower  cost  of 
living.  With  highway  transportation,  as  it  is  developing  in  this 
country,  there  can  no  longer  be  a  monopoly  of  transportation.  It 
should  be  encouraged  rather  than  curtailed. 

The  23,800,000  registered  motor  vehicle  owners  of  this  country 
paid  in  1933,  the  sum  of  $1,318,872,000  in  motor  vehicle  and  gaso- 
line taxes.  Of  this  amount  a  total  of  $301,932,039  went  for 
registration  fees,  $518,195,712  as  state  gasoline  taxes,  $181,000,000 
for  federal  gasoline  taxes,  $247,744,425  as  excise  taxes  and  $70,- 
000,000  in  personal  property  and  municipal  taxes.  The  motorist 
alone  paid  more  than  one-eighth  of  all  taxes  collected  from  all 
sources. 

The  motor  tax  curve  continues  to  swing  upward  despite  the 
many  indications  that  the  taxes  now  levied  on  motor  vehicle  owners 
have  passed  the  point  of  diminishing  returns  in  several  states  and 
are  having  a  retarding  effect  on  highway  transportation  generally. 
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The  situation  has  reached  a  point  where,  in  short,  the  future  of 
the  great  automobile  industry,  employing  10  percent  of  the  gainful 
workers  of  the  country,  and  the  future  of  the  allied  industries,  such 
as,  for  instance,  the  petroleum  industry,  as  well,  hinges  largely  on 
the  degree  to  which  highway  transportation  is  freed  from  the 
shackles  of  unfair,  burdensome  and  discriminatory  taxation.  The 
petroleum  industry,  employing  2,000,000  persons,  and  now  paying 
118  different  taxes,  to  the  extent  every  year  of  a  sum  equal  to  about 
8  percent  of  its  total  capital  investment,  despite  the  fact  that  it  has 
not  shown  a  profit  since  1930,  as  well  as  the  automotive  industry 
and  the  highway  user,  is  demanding  relief  and  retrenchment  to  the 
end  that  the  industry  and  the  gasoline  tax  itself  shall  not  be  broken 
down.  The  motor  tax  bill  for  1933  was  33.8  percent  greater  than 
that  of  1930,  and  this  during  a  depression,  in  which  taxes  should 
have  been  reduced  rather  than  raised.  This  motor  vehicle  tax  bill 
was  collected  through  19  different  levies,  six  of  which  were  special 
federal  levies  and  thirteen  were  special  taxes  imposed  by  state, 
county  and  city  governments.  On  the  basis  of  the  total  motor  tax 
bill  for  1933,  the  average  motor  vehicle  last  year  was  taxed  $50.47, 
an  increase  of  $12.75  per  vehicle  over  1930.  At  the  current  rate 
of  taxation  the  average  motor  vehicle  owner  is  taxed  26.7  percent 
of  the  value  of  his  property,  and  in  the  course  of  seven  years,  which 
is  the  average  life  of  an  automobile,  he  pays  in  taxes  186.9  percent 
of  the  value  of  his  property.  He  also  pays  a  sales  tax  of  43  percent 
for  gasoline  on  the  basis  of  the  retail  price. 

Motor  trucks  compose  13.5  percent  of  all  the  motor  vehicles 
registered  yet  they  are  now  paying  in  registration  fees  27  percent 
of  all  the  registration  revenue.  In  1933  the  trucks  paid  $303,467,000 
in  taxes,  of  which  $70,298,260  were  in  state  registration  fees,  $143,- 
200,000  were  in  gasoline  taxes,  $79,436,000  were  special  municipal 
license  fees  and  gasoline  taxes,  and  $10,533,000  were  driver  and 
trailer  licenses.     The  special  truck  taxes  averaged  $94.50  per  truck. 

In  1933  also,  the  average  factory  price  of  the  new  automobiles 
sold  was  only  $630.  That  of  the  new  trucks  was  $645.  More 
automobiles  are  sold  each  year  to  persons  with  incomes  of  less  than 
$1400  per  year  than  are  sold  to  buyers  with  incomes  of  more  than 
$7000  per  year.  The  bulk  of  the  motor  vehicle  and  gasoline  taxes 
is  paid  by  persons  driving  cars  that  have  a  value  of  about  $200. 
The  owners  cannot  afford,  in  these  times,  to  pay  $50.47  in  taxes  per 
vehicle  as  a  road  toll  in  addition  to  their  other  personal  property 
taxes,  sales  taxes,  or  realty  taxes.  And  many  motor  car  owners 
also  pay  income  taxes — state  and  federal. 

The  $1,318,872,000  which  the  highway  users  paid  in  1933  is 
approximately  $300,000,000  more  than  was  paid  out  for  highways 
last  year.  According  to  these  figures  the  highway  user  is  already 
paying  the  entire  cost  of  highway  improvement  and  $300,000,000 
besides.  He  is,  in  fact,  alreadv  overtaxed  to  an  extent  far  beyond 
20 


306  NATIONAL  TAX  ASSOCIATION 

his  ability  to  pay.  The  3,000,000  motor  vehicles  that  have  disap- 
peared from  our  highways  since  1930  constitute  additional  proof  of 
that.  When  more  than  $150,000,000  of  the  highway  funds  are 
diverted  each  year  to  the  general  fund  of  government  for  purposes 
having  nothing  to  do  with  highways  the  road  user  who  paid  that 
money  with  the  original  distinct  understanding  that  it  was  to  go 
for  roads,  rightly  feels  that  he  has  additional  just  cause  for  com- 
plaint, for  he  is,  in  fact,  paying  twice  into  the  public  treasury  for 
general  fund  purposes,  since  he  also  pays  the  same  taxes  into  the 
general  fund  as  other  classes  of  citizens.  The  highway  user  is 
taxed  twice — a  situation  that  is  exceedingly  unfair,  discriminatory 
and  burdensome  in  his  case. 

What  the  highway  users  need,  what  they  demand,  and  what  they 
are  determined  to  have  is  the  discontinuance  of  this  discrimination 
against  them  as  a  class  and  reductions,  rather  than  increases,  in  both 
the  number  and  the  rate  of  the  taxes  levied  upon  them.  Moreover, 
they  demand,  further,  that  the  special  motor  vehicle  and  the  gasoline 
taxes  which  they  pay  hereafter,  shall  be  devoted  to  highway  con- 
struction and  maintenance  and  to  no  other  purpose.  Any  class  of 
citizens  paying  as  much  as  12y2  percent  of  all  the  taxes  certainly 
should  have  the  right  to  lay  their  complaint  before  the  officials  of 
government  with  the  certainty  that  they  will  be  heard  and  heeded. 

Taxation  of  Motor  Vehicles  by  Size  and  Weight 

The  report  of  the  committee  recommends  that  the  special  motor 
vehicle  taxes  in  each  state  be  distributed  among  vehicles  of  different 
sizes  as  nearly  as  practicable  in  proportion  to  the  highway  cost 
occasioned  by  each  size  of  vehicle. 

In  the  last  few  years  much  erroneous  information  has  gone 
abroad  relative  to  the  alleged  damage  wrought  to  highway  pave- 
ments by  large  motor  vehicles,  due  largely  to  the  propaganda  of 
some  who  would  so  restrict  highway  transportation  as  practically 
to  eliminate  it  as  a  competitive  factor  in  the  general  field  of 
transportation. 

For  several  years  the  state  highway  departments  and  the  United 
States  Bureau  of  Public  Roads,  through  their  coordinated  organ- 
ization, the  American  Association  of  State  Highway  Officials,  have 
been  devoting  intensive  study  to  the  matter  of  controlling  the  use 
of  the  highways  through  regulation  of  the  size,  weight  and  speed 
of  motor  vehicles.  They  have  made  definite  recommendations  along 
this  line  and  their  recommended  limits  are  in  accord  with  those 
now  in  force  in  17  states.  In  34  states  the  state  regulations  permit 
heavier  loads  than  those  recommended  by  the  association.  Twenty- 
four  states  have  not  found  it  necessary  to  have  any  weight  limits 
at  all. 

Now,  the  average  man  sees  the  motor  vehicle  as  a  single  load. 
He  does  not  know  that  the  road  surface  feels  the  weight,  not  as  a 
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single  load,  but  as  four,  or  six  or  eight  loads,  according  to  the 
number  of  wheels,  each  load  being  but  a  fraction  of  the  total  weight 
of  the  vehicle  and,  all  together,  no  more  troublesome  to  the  road 
surface  than  one  load  alone,  if  applied  as  much  as  40  inches  apart. 
The  average  citizen  has  not  been  told  in  terms  that  are  intelligible 
to  him  that  the  reason  this  is  so  is  that  the  road  surface  can  get 
rid  of  its  responsibility  for  each  wheel  load  merely  by  passing  it 
directly  downward  to  the  earth  below,  without  trouble  or  damage. 
Accordingly,  therefore,  Mr.  John  Q.  Public  has  not  been  prepared 
to  accept  the  truth,  which  is,  that  in  so  far  as  road  surfaces  are 
concerned,  the  limitation  of  the  axle  or  wheel  load  gives  full  protec- 
tion, let  the  gross  load  be  what  it  may. 

Still  less  is  Mr.  Public  prepared  to  understand  the  essential  rela- 
tion of  length  and  weight  of  motor  vehicles  in  determining  their 
effect  upon  bridges.  On  a  bridge  he  sees  only  that  which  is  above 
the  pavement,  and  that  pavement  the  same,  perhaps,  as  that  which 
covered  the  road  at  the  approach  to  the  bridge.  He  has  no  adequate 
conception  of  the  manner  in  which  the  load  of  a  vehicle  on  a 
bridge  is  transmitted  by  the  stringers  to  the  floor  beams,  by  the 
floor  beams  to  the  trusses,  by  these  to  the  abutments  and  piers,  and 
by  them  to  the  ground.  He  does  not  know  that  if  the  distance 
between  the  extreme  axles  of  a  vehicle  or  a  combination  of  vehicles 
is  greater  than  the  distance  between  the  floor  beams  of  the  bridge, 
the  weight  of  the  vehicle,  or  combination,  can  never  come  at  one 
time  upon  any  one  set  of  stringers.  He  does  not  know,  too,  that 
a  given  load  causes  higher  stresses  in  the  floor  beams  and  trusses, 
if  it  is  concentrated  in  a  short  length,  than  if  it  is  extended  over  a 
greater  length.  In  short,  what  Mr.  John  Q.  Public  needs  most  to 
understand  is,  that  for  the  protection  of  bridges,  heavy  loads  on 
short  vehicles  are  more  damaging  than  loads  on  long  and  large 
vehicles. 

Highway  stresses  are  ruled  by  wheel  loads  and  not  by  gross  loads 
or  the  size  of  the  vehicles.  There  have  been  many  tests  as  to  the 
damage  wrought  to  highway  pavements  by  the  impact  of  heavy . 
traffic.  The  magnitude  of  the  impact  forces  imposed  upon  a  high- 
way pavement  depends  upon  (1)  the  roughness  of  the  pavement, 
(2)  the  tire  equipment  of  the  vehicle,  (3)  the  wheel  load  of  the 
vehicle,  and  (4)  the  speed  at  which  the  vehicle  is  travelling.  This 
has  been  established  by  numerous  tests  made  by  the  United  States 
Bureau  of  Public  Roads,  The  Highway  Research  Board  of  the 
National  Research  Council,  the  Illinois,  Pennsylvania  and  other 
state  highway  departments,  the  society  of  automotive  engineers,  the 
rubber  association  and  various  other  agencies. 

Impact  decreases  with  smoother  road  surfaces,  the  trend  in  tire 
equipment  is  ever  toward  better  cushioning  qualities  with  pneumatic 
tires  and,  where  heavy  gross  loads  are  necessary,  the  tendency  is 
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toward  the  use  of  three  or  more  axles,  so  as  to  lighten  the  wheel 
load  and  reduce  the  impact.  The  trend  of  vehicle  speed  is  upward, 
since  the  tests  have  shown  that  the  heaviest  impacts  occur  at  speeds 
ranging  from  twelve  to  twenty-five  miles  per  hour.  The  critical 
speed  is  from  twelve  to  fifteen  miles  per  hour  for  the  heavily  loaded 
vehicles.  Adverse  effects  due  to  higher  speeds  are  offset  by  the 
other  favorable  factors. 

Although  the  magnitude  of  the  impact  forces  which  develop 
ordinarily  under  given  traffic  conditions  are  fairly  well  known,  the 
stress  conditions  produced  by  such  forces  are  not  fully  understood, 
especially  by  the  general  public.  Large  static  wheel  loads  of  trucks 
may  produce  large  impact  forces,  if  other  conditions  are  equal,  but 
for  vehicular  traffic,  other  conditions  usually  are  less  in  their  effect 
as  the  static  load  is  increased.  In  the  case  of  the  heaviest 
vehicular  loads  there  is  necessarily  a  slower  speed,  resulting  in  a 
lower  vertical  acceleration.  The  springs  hold  the  wheels  more  in 
contact  with  the  road  surface.  This,  say  the  engineers  of  the 
United  States  Bureau  of  Public  Roads,  results  in  an  impact  force 
that  constitutes  a  smaller  percentage  of  the  total  than  in  the  case 
of  lighter  wheel  loads.  Therefore,  the  total  load,  which  is  the 
static  load  plus  the  weight  of  the  impact  force,  may  not  be  any 
greater  for  the  heavy  trucks  than  for  the  light  trucks. 

To  tax  one  vehicle,  therefore,  because  it  is  larger,  longer  or 
heavier  than  another,  on  the  theory  that  it  does  the  greatest  damage 
to  the  road  and  that  it  should  help  meet  the  road  costs  in  proportion 
to  the  damage  it  does  is  somewhat  fallacious.  The  greatest  enemy 
of  roads  is  water — not  so  much  that  which  comes  down  from  above, 
but  the  water  which  comes  up  from  the  soil  below  through  capillary 
attraction.  The  first  essential  in  building  a  road  is  to  get  good 
location  and  drainage.  The  next  is  to  get  a  good  supporting  sub- 
grade,  or  roadbed.  The  pavement  itself  need  be  only  substantial, 
durable  and  smooth  enough  to  carry  the  traffic  with  as  little  impact 
as  possible.  The  roadbed,  when  all  is  said  and  done,  carries  the 
load,  and  every  road,  in  the  end,  is  only  as  good  as  the  soil  which 
supports  it.  There  is,  as  is  well  known,  no  such  thing  as  a  perma- 
nent road. 

Highways  should  be  open  to  general  public  travel  and  to  the 
cheap  and  rapid  transportation  of  commodities.  That  is  the  purpose 
of  their  existence.  The  roads  used  by  heavy  vehicles  are  already 
in  the  state  systems  and  no  additional  sources  of  taxation  for  the 
construction  of  such  roads  are  needed.  These  roads  are  financed 
from  motor  license  fees  and  gasoline  taxes.  Mileage  or  wheelage 
taxes  are  unnecessary  and  can  only  serve  to  curtail  highway  trans- 
portation by  so  increasing  its  costs  that  it  will  become  unprofitable. 
In  addition  they  are  difficult  and  costly  to  collect. 
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A  Just  and  Equitable  Gasoline  Tax 

The  gasoline  tax  in  some  states,  as  the  report  of  the  committee 
well  points  out,  has  reached  the  point  of  diminishing  returns.  In 
some  states,  as  in  Alabama,  for  instance,  where,  in  addition  to  the 
federal  gasoline  tax  of  one  cent  and  the  state  tax  of  six  cents,  there 
are  taxes  ranging  from  one  to  two  cents  per  gallon  in  five  counties 
and  rates  ranging  from  one  to  three  cents  per  gallon  in  135  cities 
and  towns,  it  is  necessary  for  a  motorist  when  buying  ten  gallons 
of  gasoline  in  some  cities  to  pay  $1,20  in  taxes.  The  tax  often 
exceeds  the  retail  price  of  the  gasoline.  There  was  a  decrease  in 
gasoline  consumption  in  Alabama  in  1933  of  nearly  1.9  percent 
from  the  gallonage  consumed  in  1932.  In  Florida,  where  the  state 
tax  is  seven  cents  per  gallon,  and  where  twelve  of  the  leading  cities 
and  towns  have  municipal  gasoline  taxes  ranging  from  one  to  two 
cents  per  gallon,  the  consumption  of  gasoline  last  year  decreased 
1.79  percent.  In  Louisiana,  where  45  parishes  have  parish  gasoline 
taxes,  and  the  city  of  New  Orleans  has  a  city  gasoline  tax,  con- 
sumption of  gasoline  in  1933  fell  off  1.75  percent.  These  losses,  it 
is  true,  are  not  heavy  but  they  are  indicative  of  the  trend.  On  the 
other  hand,  Missouri,  which,  from  the  beginning,  has  maintained 
her  gasoline  tax  consistently  at  two  cents,  experienced  an  increase 
in  consumption  of  1.57  percent.  Other  states  with  low  taxes  of  two 
or  three  cents  per  gallon  which  experienced  increases  were:  Con- 
necticut, 1.2  percent;  Delaware,  5.1  percent;  District  of  Columbia, 
2.1  percent;  Illinois,  2.12  percent,  and  others. 

States  with  high  gasoline  taxes  like  Mississippi,  Georgia,  and 
others  which  have  provided  reductions  in  motor  vehicle  license 
fees  or  other  taxes  and  which,  as  a  consequence,  have  witnessed 
the  return  of  thousands  of  vehicles  to  the  roads,  experienced  in- 
creased revenues  from  larger  gasoline  consumption  in  1933.  The 
heaviest  declines  were  in  South  Dakota  and  Nevada  where  the 
gasoline  tax,  now  four  cents  per  gallon,  was  originally  one  or  two 
cents  per  gallon.  We  believe  the  figures  justify  the  conclusion  that 
the  point  of  diminishing  returns  has  been  reached,  at  least  in  some 
of  the  states,  and  that  a  uniform  low  gasoline  tax  rate  of  three 
cents  per  gallon  will  produce  more  or  less  steadily  increasing 
returns  sufficient  to  finance  a  sound,  justifiable  and  economical 
system  of  highways  in  any  state  of  the  Union. 

It  is  our  belief  that  the  federal  gasoline  tax  should  be  repealed 
and  the  entire  matter  of  gasoline  taxation  left  to  the  states.  The  Sen- 
ate Finance  Committee,  the  House  Ways  and  Means  Committee,  the 
Vinson  Sub-Committee  on  Double  Taxation,  asserting  that  the  federal 
gasoline  tax  is  an  emergency  measure  only,  and  realizing  its  in- 
justice from  the  standpoint  of  duplicate  taxation,  have  openly 
advocated  the  early  repeal  of  this  tax.  This  tax  was  never  levied 
to  finance  roads  but  for  the  general-fund  purpose  of  balancing  the 
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budget,  and  it  is  objected  to  by  the  highway  user  because  (1)  it 
is  an  excessive  sales  tax,  (2)  it  is  an  unjust  double  tax,  and  (3) 
it  does  not  finance  roads.  This  tax  cost  the  motorists  more  than 
$181,000,000  in  1933.  Last  year  the  highway  user  paid  to  the 
federal  government,  all  told,  $257,217,517  for  general-fund  purposes, 
including  the  proceeds  from  federal  taxes  on  gasoline,  lubricating 
oils,  motor  vehicles,  tires,  tubes,  auto  parts,  and  accessories.  If 
congress  continues  to  levy  this  federal  tax  on  gasoline  for  anj 
purpose  whatever  it  will  always  encourage  diversion  of  highway 
revenues  in  the  states,  up  to  the  limit  allowed  by  the  Hayden- 
Cartwright  Act  of  1934. 

We  are  in  agreement  with  the  position  taken  by  the  committee 
that  state  gasoline  tax  laws  should  be  tightened  so  as  to  prevent 
evasion  of  the  gasoline  tax  by  means  of  a  broader  definition  of 
motor  fuel.  The  definition  may  be  broad  enough  to  embrace  motor 
fuels  in  general.  All  refunds  and  exemptions  should  be  severely 
restricted  as  the  committee  recommends,  and  administered  with  ex- 
treme care.  It  is  our  belief  that  county  and  city  taxes  on  gasoline 
should  be  abolished. 

There  should  be,  as  your  committee  recommends,  closer  coopera- 
tion between  the  gasoline  tax  officials  of  the  several  states  through 
prompt  and  thorough  exchange  of  information  as  to  gasoline  ship- 
ments and  deliveries  and  there  should  be  complete  cooperation  in 
stopping  the  running  of  tax-evaded  motor  fuels  across  state  borders. 

We  are  in  agreement  with  the  recommendations  of  the  committee 
as  to  the  extension  of  reciprocity  between  the  states  to  all  motor 
vehicles.  Mileage  taxes,  we  believe,  certainly  should  not  apply  to 
farm  trucks,  or  the  trucks  of  industries  transporting  their  own 
products.  The  states  having  mileage  taxes  have  recognized  this 
principle  and  in  no  state  thus  far  does  the  private  truck  operator 
pay  this  tax.  Mileage  taxes  in  some  instances  have  proven  difficult 
and  costly  to  collect. 

The  American  Petroleum  Industries  Committee  is  opposed  to 
inclusion  of  sales  taxes  on  gasoline  and  lubricating  oils  in  the  pro- 
visions of  general  sales  tax  measures  on  the  ground  that  the  gasoline 
and  lubricating  oil  taxes  already  imposed  are  sales  taxes  and  any 
additional  general  sales  taxes  imposed  constitute  another  form  of 
double  taxation.  Gasoline  sales  are  now  exempted  from  the  pro- 
visions of  the  sales  tax  laws  of  Arizona,  California,  Kentucky, 
Minnesota,  Missouri,  New  Mexico,  North  Carolina,  Oklahoma, 
Rhode  Island,  Utah  and  West  Virginia.  In  ^Minnesota,  lubricating 
oil  sales  are  also  exempted.  In  Illinois,  Iowa,  Michigan,  Vermont 
and  Mississippi,  the  gasoline  tax  due  is  deductible  from  the  gross 
sales,  and  in  Louisiana  sales  of  gasoline  direct  from  the  manufac- 
turer to  the  dealer  are  exempt  from  the  general  sales  tax. 
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Clearly,  if  gasoline  is  already  subject  to  an  average  sales  tax  of 
43  percent  on  the  basis  of  the  retail  price,  as  has  already  been 
pointed  out  and  that  tax  is  already  over  burdensome,  as  has  also 
been  pointed  out,  additional  sales  taxes  should  not  be  imposed,  the 
cost  of  gasoline  further  increased,  and  marketing  conditions  further 
demoralized.  To  include  gasoline  in  general  sales  tax  measures 
will  further  tend  to  reduce  special  state  gasoline  tax  revenues  for 
roads  by  further  discouraging  the  use  of  motor  vehicles  on  the 
highw^ays.  As  was  said  before,  all  motor  vehicle  taxation  should 
be  predicated  upon  the  encouragement  rather  than  the  curtailment 
of  the  use  of  the  highways,  to  the  end  that  the  entire  public  may 
benefit  to  the  fullest  extent  from  the  modern  transportation  facilities 
afforded. 

Chairman  Marion  McKay:  I  am  glad  to  present  at  this  time 
as  the  last  gentleman  on  the  formal  program  to  discuss  this  subject, 
an  expert  on  highway  transportation,  Professor  C.  B.  Breed,  of  the 
Massachusetts  Institute  of  Technology. 

C.  B.  Breed  (^lassachusetts)  :  Mr.  Chairman,  and  Guests  of 
the  National  Tax  Conference,  I  do  not  come  before  you  as  an 
expert  on  taxation.  I  come  before  you  as  Professor  Breed,  of 
highway  transportation  of  the  Massachusetts  Institute  of  Technology, 
to  express  to  you  my  views  in  this  short  time,  and  I  will  keep 
within  the  time  limit. 

We  professors  have  the  privilege  of  stating  what  we  think,  even 
though  we  have  to  stand  the  gaff  when  we  are  termed  members 
of  the  brain  trust  and  things  of  that  sort. 

I  have  made  a  study  of  man}'  years  of  the  problem  of  railway 
engineering  and  highway  engineering,  and  I  do  not  profess  to  be 
a  tax  expert.  The  economics  of  the  problem,  however,  enter  into 
the  subject  of  any  engineering  problem  today,  so  that  one  can 
assume  that  if  he  is  an  engineer  versed  in  the  engineering  features 
of  his  profession,  he  also  is  reasonably  well  apprised  of  the  economic 
side  of  the  problem.     That  is  required  practically  today. 

Of  this  report  that  has  been  read,  it  would  seem  to  me  that  the 
general  public  would  have  little  reason  to  complain.  I  was  asked 
in  the  letter  which  was  addressed  to  me  to  discuss  this  report  from 
the  standpoint  of  the  general  public,  so  I  am  assuming  myself  one 
of  the  22,000,000  motor  vehicle  owners  that  drive  passenger  cars, 
and  I  am  trying  to  view  it  through  the  eyes  of  those  22,000,000, 
as  well  as  from  the  professor's  point  of  view.  Sometimes  professors 
are  sort  of  human ;  they  have  cars  of  their  own,  and  they  do  drive 
trucks  back  and  forth  over  the  hills,  and  things  of  that  sort,  and 
have  views  which  probably  represent  pretty  well  what  the  public 
thinks  of  the  situation. 
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So  far  as  I  have  been  able  to  gather  from  my  reflections  and 
conversation  with  others  on  the  subject,  there  seems  to  be  no 
objection  to  the  driver's  license;  and  the  amount  of  it  seems  fairly 
to  represent  a  proper  charge  for  the  license  and  for  the  policing 
and  registration  division,  so  far  as  it  pertains  to  that.  That  exacts 
enough.  So  far  as  the  second  tax  is  concerned,  the  tax  which  you 
sometimes  call  the  standard  tax  on  registration  and  the  motor 
vehicle,  that  also  seems  to  have  soundness  in  public  service  corpora- 
tion taxes,  and,  in  the  public's  mind,  it  should  be  reasonably  low, 
particularly  the  cost  to  the  public  of  having  a  highway  standby 
ready  to  serve  it.  It  should  naturally  be  low  in  states  such  as 
Massachusetts,  New  York,  and  Pennsylvania.  It  might  be  higher 
in  some  other  states.  So,  the  fact  that  it  is  higher  in  some  other 
states  seems  also  to  be  logical  to  us. 

The  third  tax — and  I  will  jump  the  fuels  tax  just  now — the  local 
personal  tax,  seems  to  be  perfectly  logical  as  well.  It  is  limited  to 
a  relatively  small  figure ;  and  with  that  we  have  no  quarrel.  With 
the  fuels  tax  we  begin  to  rather  wonder  why  the  motor  vehicle 
driver  should  bear  a  special  sales  tax — and  you  won't  have  the 
courage  to  put  a  general  sales  tax  in  your  legislation.  We  just 
wonder  why  we  should  pay  this  particular  thing,  but  perhaps  we 
ought  to ;  we  are  having  special  privilege ;  our  roads  have  certainly 
been  modified  to  be  adapted  to  this  new  vehicle,  the  motor  vehicle, 
and  perhaps  we  will  go  far  enough  to  say,  with  the  committee, 
that  we  should  pay  what  it  costs.  We  ask  you,  however,  not  to 
make  it  too  specific,  and  not  to  ask  us  to  pay  what  it  costs  for  a 
particular  section  of  road;  nor  should  it  be  said  that  you  must 
justify  the  expenditure  of  a  particular  400  feet  of  road,  but  rather 
that  you  shall  justify  the  expenditure  of  the  traffic  pattern.  From 
this  county  out  into  Worcester,  ^Massachusetts,  there  is  a  pattern 
running,  like  tentacles  from  the  larger  city.  The  contribution  to 
transportation  in  that  pattern  should  pay  the  expenditure  for  that 
traffic  pattern.  Meaning  that,  in  other  words,  we  say  take  advantage 
of  the  principle  which  is  thoroughly  right  and  sound  at  law,  and 
which  has  been  well  accepted.  That  would  bring  in  the  farm  roads 
as  being  aided  by  the  roads  which  serve  them,  and  to  which  they 
are  destined  in  their  transportation. 

We  think  there  are  three  points  which  we  should  direct  to  your 
attention.  One  is  the  diversion,  so-called,  of  taxes.  ^Massachusetts 
raised  $16,000,000  by  a  fuels  tax  during  this  last  year,  and  diverted 
$10,000,000 — that  is  a  very  large  proportion,  ten  out  of  sixteen — to 
balance  the  general  budget  of  the  state.  People  have  not  said  much 
about  it  in  Massachusetts.  I  have  not  heard  much  about  it ;  but  I 
think  if  that  continues  you  are  going  to  hear  considerable  about  it. 
If  we  need  only  $6,000,000  to  maintain  the  roads  in  condition,  why 
not  charge  us  for  that  amount  ?  Why  shouldn't  the  general  taxation 
take  care  of  the  other  things?  The  answer  is  that  it  is  turned  back 
to  the  cities  and  towns  for  street  purposes. 
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Let  us  follow  that  out  and  see  if  it  is  all  spent  for  street  purposes. 
We  know  it  is  not  in  many  states.  It  is  really  actually  diverted ;  so, 
as  a  motor  vehicle  driver,  I  say  that  diversion  does  not  set  well, 
unless  you  can  show  me  that  it  was  diverted  for  municipal  street 
improvements  and  that  we  got  the  improvements. 

The  next  point  is  the  division  of  taxes  between  the  passenger 
motor  vehicle  or  its  equivalent,  and  the  motor  truck,  and  in  that 
I  thoroughly  believe  a  division  should  be  made,  as  the  committee 
has  indicated.  There  is  no  question  whatsoever  but  that  roads  and 
pavements  throughout  the  country  are  designed  for  the  motor  truck 
and  not  for  the  loads  of  tlie  passenger  vehicle.  The  engineer  always 
takes  that  into  consideration  in  a  design  for  any  thoroughfare,  or 
for  any  road  over  which,  we  will  say,  807o  of  the  traffic  of  the  state 
is  travelling;  and  I  think  all  those  thoroughfare  roads  are  roads 
probably  over  which  80%  of  our  traffic  does  go.  We  designed  them 
for  the  motor  truck.  They  were  designed  to  be  thicker  and  wider 
for  the  motor  truck;  and  what  does  it  cost  to  do  that?  What  is 
the  annual  cost  because  of  that,  that  goes  for  the  carrying  charge 
of  the  capital,  the  amortization  of  it,  and  the  maintenance?  That 
is  not  easy  to  find,  because  some  of  the  states  do  not  keep  their 
records  in  such  form.  I  have  been  endeavoring  to  do  that  in  certain 
research  for  the  Ohio  Research  Board.  The  figure,  however,  does 
indicate  pretty  plainly  to  me  that  heavy  motor  trucks  don't  pay 
their  full  cost.  The  ton-mile  basis  is  probably  the  best  way  to 
approach  it.  It  may  be  difficult  to  measure  it  that  way.  I  do  not 
believe  it  is  nearly  so  difficult  as  it  is  portrayed.  If  the  ton-mile 
basis  were  applied  to  a  state  in  which  there  was  a  small  number 
of  trucks,  obviously  there  would  not  be  much  money  returned  more 
than  we  now  have.  Take  Massachusetts,  for  example :  we  do  not 
have  more  than  one  or  two  percent  of  these  heavy  motor  vehicles, 
and  we  have  so  many  of  the  others  that  if  you  charged  us  a  half 
cent  or  quarter  of  a  cent  gas  tax,  it  would  mask  all  the  money  to 
be  collected  from  the  truck.  In  other  words,  if  you  let  the  heavy 
truck  run  for  nothing,  you  would  not  notice  it  much  in  Massachu- 
setts, so  if  you  taxed  the  heavy  class  $1000  a  year,  fuel  tax  and 
registration,  you  would  not  notice  it  a  great  deal  in  the  total 
budget,  because  it  is  not  a  large  item.  But,  because  it  is  not  a 
large  item,  and  because  it  is  not  easy  to  measure,  is  no  reason 
whatever  why  you  should  not  charge  it.  That  argument  I  cannot 
sustain  at  all.  It  should  be  charged.  I  also  believe  that  the  motor 
trucks  can  pay  it.  They  are  perfectly  able  to  pay  that  if  we  do 
not  pass  it  along  and  you  and  I  pay  it.  Of  course,  the  shipper  will 
pay  a  little  more  for  his  freight,  but  he  will  still  use  the  motor 
truck  because  it  is  not  increasing  the  cost  a  great  deal.  If  you 
figure  the  number  of  trips  that  a  five-ton  truck  makes  between  here 
and  New  York,  and  its  gross  returns,  and  that  truck  is  charged 
$1000  a  year  instead  of  the  registration  which  is  now  charged,  I 
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think  you  will  find  that  the  percentage  of  increase  in  the  gross 
freight  bill  would  not  be  much. 

The  third  and  last  point  is  the  subject  of  determination  of  what 
the  actual  annual  road  cost  is,  and  that  cannot  be  done  except  in 
those  states  where  motor  vehicle  traffic  figures  have  been  kept,  not 
on  a  particular  day  in  August  when  there  was  a  lot  of  traffic,  but 
rather  on  the  annual  basis,  and  when  the  motor  trucks  have  been 
separated  in  the  traffic  measurement  from  the  others,  so  that  you 
will  have  that  on  the  one  side  and  the  costs  on  the  other  side,  which 
go  back  sometimes  into  history,  but  not  very  far,  because  the 
modern  highway  is  a  fairly  recent  development. 

Chairman  Marion  McKay  :  Watches  from  Massachusetts  don't 
run  with  the  same  speed  as  those  that  come  from  Pennsylvania. 
However,  we  are  very  pleased  to  have  these  pointed  observations 
on  this  report. 

At  this  time  I  want  to  call  attention  to  an  omission  in  the  printed 
names  constituting  the  personnel  of  this  committee.  The  name  of 
Mr.  John  F.  Edwards  of  Ohio  is  not  printed  on  the  program,  and 
it  is  quite  proper  that  you  should  be  aware  of  the  fact  that  Mr. 
Edwards,  of  Ohio,  was  one  of  the  valuable  members  of  this 
committee. 

I  believe  it  is  in  order  now  to  call  for  discussion  from  the  floor, 
if  there  is  any.  We  will  enforce  the  rule  as  strictly  as  my  watch 
will  permit.  There  will  be  allowed  seven  minutes  to  each  speaker. 
Is  there  anyone  who  wants  to  discuss  further  this  report? 

James  W.  Martin  (Kentucky)  :  May  I  correct  several  impres- 
sions. In  the  first  place,  the  committee  did  not  recommend  the 
tonnage  tax.  Several  members  of  the  committee  are  prepared  to 
recommend  the  tonnage  tax,  but  the  committee  recommended  merely 
investigation  of  the  possibilities  of  the  tonnage  tax  rather  than  that 
the  tonnage  tax  be  adopted.  Secondly,  the  committee  agreed  in 
advance  with  the  first  two  of  IMr.  McChord's  stated  principles  and 
disagreed,  by  omission  at  any  rate,  with  the  third,  namely,  that 
certain  types  of  motor  transportation,  certain  uses  of  it,  should  be 
singled  out  for  special  taxation.  The  committee  believed  that  all 
motor  car  operators  whose  cars  are  just  like  other  motor  operators' 
cars,  and  who  used  them  just  as  much,  should  be  treated  alike,  and 
that  business  operators,  for  hire,  should  not  be  singled  out.  I  am 
not  sure  that  the  agreement  of  the  committee  on  the  first  two  points 
was  clear  to  Mr.  McChord. 

Chairman  Marion  McKay:  Is  there  any  further  discussion? 
The  Chair  will  recognize  this  gentleman  over  here. 

E.  L.  Cleaveland  (New  York)  :  There  is  just  one  point  that 
has  not  been  mentioned  in  the  discussion,  which  I  believe  is  worthy 
of  note.     I  was  surprised  to  see  that  the  committee  report  recom- 
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mended  unqualifiedly  the  receipts  basis  as  a  measure  of  the  tax. 
It  seems  to  me  that  the  basis  of  the  tax  should  depend  somewhat 
upon  the  type  of  the  law  which  is  being  administered.  I  don't  see 
the  logic  of  receipts  as  a  measure  of  the  tax  when  the  incidence 
of  the  tax  is  upon  the  consumer;  that  is,  if  the  tax  is  measured 
by  the  receipts  of  the  distributor,  and  the  consumer  is  the  one  who 
bears  the  tax,  there  is  a  lack  of  logic  in  that  method  of  administra- 
tion. I  don't  know  that  the  increased  efficiency  of  administration 
would  compensate  for  the  deficiency. 

R.  C.  Beckett  (Illinois)  :  It  seems  to  me  that  there  is  a  matter 
about  the  report  that  should  properly  be  considered  in  principle. 
That  is  a  question  of  the  equity  of  diversion  of  gasoline  tax  funds. 
I  should  think  that  is  a  matter  of  principle  that  a  body  such  as 
this  might  express  an  opinion  on.  It  has  been  suggested  as  one 
of  the  bases  of  equal  and  fair  taxation  that  benefits  might  be  one 
of  the  bases  to  be  considered;  but,  when  it  is  considered  that  those 
who  patronize  the  schools  cannot  be  expected  to  pay  for  the  schools, 
and  those  who  patronize  other  facilities  of  government  cannot  be 
separately  expected  to  pay  for  them,  it  is  difficult  to  see  how  the 
thesis  can  be  sustained  that  the  tax  on  gasoline  need,  as  a  matter 
of  morals,  be  spent  exclusively  on  roads.  The  use  of  automobiles 
has  extended  so  that  a  very  large  proportion  of  our  population  uses 
the  automobile. 

The  gasoline  tax  affords  a  very  broad  basis  for  revenue.  The 
amount  of  money  realized  by  this  tax  in  some  states  is  in  excess 
of  what  is  needed  for  road  purposes.  The  legislature  of  the  state 
of  Michigan,  I  believe,  was  strenuously  urged,  and  possibly  it  was 
finally  agreed,  to  make  no  diversion  of  gasoline  taxes  from  road 
purposes  because  of  violating  an  equity  principle  and  setting  a  bad 
example  which  might  break  down  the  morals  of  the  other  states 
and  cause  them  to  divert  their  taxes. 

It  seems  to  me  that  the  amount  of  the  gasoline  tax  and  the  use 
to  which  it  is  put  is  not  at  all  a  moral  question  any  more  than  the 
tax  on  cigarettes,  which  has  only  a  faint  theory  behind  it  that  it 
causes  people  to  smoke  fewer  cigarettes.  The  people  who  smoke 
cigarettes  are  going  to  smoke  them.  It  is  simply  a  tax  on  a  class 
of  people,  which  is  only  justified  because  they  are  so  numerous 
and  they  stand  it  without  much  complaint,  and  it  is  comparatively 
easy  to  collect,  and  so  they  go  on.  The  only  reason  back  of  using 
the  theory  that  the  money  is  to  be  spent  for  roads  is  in  the  be- 
ginning, to  get  people  to  adopt  it,  people  who  own  automobiles, 
to  realize  that  they  can  get  more  use  out  of  their  cars  if  they  vote 
for  the  tax  and  pay  the  money  to  get  better  roads,  that  they  are 
getting  more  value  for  their  money.  But,  once  the  taxpayers' 
resistance  is  overcome  as  a  matter  of  politics,  I  can  see  no  ecjuitable 
reason  or  moral   reason  whatever  why  the  theory   should  be  kept 
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up  any  longer,  that  the  tax  from  gasoline  should  be  segregated 
and  spent  only  for  their  benefit. 

In  the  state  of  Georgia  where  they  have  a  seven-cent  gasoline 
tax,  people  use  automobiles  apparently  just  about  as  much  as  they 
do  in  Illinois,  where  they  have  a  three-cent  tax. 

Taxes  in  general  are  raised  for  the  purpose  of  all  classes  of 
worthy  public  expenditures.  In  the  present  time  we  are  taxing  the 
necessities  of  life,  to  an  extent  that  hurts,  and  a  sales  tax  taxing 
food  hurts  the  poor  people,  so  that  the  plea  that  the  automobile  is 
not  a  luxury  but  a  necessity  does  not  have  much  weight  in  con- 
nection with  the  general  sales  taxes  now  being  adopted.  I  think 
it  would  be  properly  within  the  scope  of  this  assembly  to  declare, 
as  a  matter  of  principle,  that  there  is  no  moral  basis  why  gasoline 
taxes  should  be  restricted  for  use  on  roads. 

John  S.  Edwards  (Ohio)  :  Mr.  Chairman,  I  should  like  to  say 
just  a  word  in  answer  to  the  gentleman  here  who  spoke  of  the 
receipts  tax  as  a  basis  for  measuring  our  gasoline  tax.  The  com- 
mittee found,  after  quite  a  bit  of  research  work,  that  there  is  real 
merit  in  a  receipts  base.  I  had  the  pleasure  and  the  privilege  and 
the  opportunity  of  administering  the  gasoline  tax  law  in  Ohio  at 
the  time  we  changed  from  a  sales  and  use  base  over  to  a  receipts 
base,  and  I  have  no  hesitancy  at  all  in  saying  to  you  people  here 
tonight  that  we  found  less  difficulty,  we  found  less  evasion,  we 
found  much  more  readiness  on  the  part  of  the  taxpayer  and  the 
distributors  to  cooperate  with  the  state  ofiicials  after  we  had 
changed  to  a  receipts  base.  I  had  the  pleasure  of  appearing  at  the 
North  American  Gasoline  Tax  Conference  in  Philadelphia,  where 
we  discussed  the  provisions  of  the  then  new  Ohio  law,  with  the 
receipts  base.  It  seems  again  we  reach  into  that  matter  of  state 
pride,  or  interest,  or  competition,  or  something  of  the  sort,  that 
each  and  every  last  one  of  us  feels,  that  his  state  has  the  best 
mechanism  to  do  a  certain  thing.  I  think  there  is  a  great  deal  of 
merit  in  swinging  to  the  receipts  base  as  against  the  sales  and  use 
base,  with  a  flat  percentage  allowance  for  unaccounted  losses. 

In  Ohio,  as  in  other  states  I  assume,  there  is  the  provision  that 
the  dealer  must  give  a  bond,  which  will  cost  him  anywhere  from 
probably  $25  to  $50  annually  at  the  very  least.  He  is  putting  in, 
in  most  cases,  rather  expensive  accounting  systems ;  and  up  to  the 
time  when  we  had  gone  over  to  the  receipts  base  in  Ohio,  there 
had  been  practically  no  recognition  to  the  dealer  of  those  added 
costs.  While  the  law  may  be  a  bit  generous,  I  doubt  if  it  is  unduly 
so,  and  I  think  it  has  been  well  worth  the  effort  to  make  the  change, 
and  we  are  getting,  I  am  confident,  a  far  better  administration  of 
the  act  under  a  receipts  base  than  we  did  under  the  old  sales  and 
use  base. 
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We  had  many,  many  difficulties  arise  over  distributors  who  did 
not  properly  take  care  of  the  physical  inventory  of  their  gasoline 
on  hand,  from  month  to  month,  and  who,  for  one  reason  or  another, 
might  go  out  of  business;  and  they  would  then  find  that  they  had 
in  hand  at  least  a  back  account  of  probably  thousands  upon  thou- 
sands of  gallons  of  gasoline,  when  maybe  the  storage  capacity 
would  not  take  care  of  over  six  thousand  to  ten  thousand  gallons 
at  the  most;  and  then  the  commission  was  faced  with  the  difficulty 
of  simply  wiping  out  the  charge  or  insisting  upon  payment  when 
they  would  insist  that  they  had  made  complete  return  of  every 
gallon  sold;  and  we  were  in  constant  administrative  difficulties. 
Now  the  thing  is  absolutely  O.K.;  the  three  percent  flat  allowance 
goes,  and  then  they  make  application  for  refund  in  case  of  any 
known  losses,  like  explosion  or  a  loss  by  a  tank  that  has  been  upset, 
or  what  not.  Those  known  losses,  of  course,  are  matters  of  fact 
that  must  be  presented,  and  the  allowance  is  made.  I  am  confident 
if  those  states  who  have  not  tried  the  receipts  base  will  look  into 
it,  ultimately  you  can  avoid  some  of  the  difficulties  with  the  oil 
companies,  and  reach  the  conclusion  that  the  receipts  base  is  the 
proper  base  upon  which  to  lay  your  gas  taxes. 

Chairman  jNIarion  McKav:  At  this  time  I  am  going  to  ask 
the  secretary  to  read  a  resolution  which  has  been  handed  to  me. 

Sfcretary  W.  G.  Query  :  Resolved,  that  the  report  of  the  com- 
mittee of  the  National  Tax  Association  on  motor  vehicles  and 
related  taxes,  presented  to  this  twenty-seventh  conference  be  re- 
ceived, that  the  conference  record  its  appreciation  of  the  painstaking 
work  of  this  committee,  and  that  the  National  Tax  Association  pro- 
vide for  the  continuation  of  the  work  of  this  committee. 

That  will  be  referred  to  the  resolutions  committee. 

Hart  Cummin  (Massachusetts)  :  It  seems  to  me,  as  I  heard 
the  report  and  the  comment  on  it,  that  the  gentleman  representing 
the  railroad  says  that  the  automobile  is  not  paying  its  fair  share, 
and  the  gentleman  representing  the  motor  vehicle  operator  saying 
that  the  automobile  is  paying  more  than  its  fair  share,  so  it  seems 
to  be  a  question  of  fact ;  and  it  also  seems  to  me  that  the  report 
gives  quite  a  definite  basis  on  which  those  facts,  through  further 
work,  might  be  ascertained,  assuming,  however,  that  the  automobile 
user  shall  only  pay  his  fair  share  of  these  costs.  However,  I  would 
like  to  submit  another  thought  into  this  picture,  and  that  is  this : 
the  real  estate  taxpayer  has  for  a  great  many  years,  hundreds  of 
years,  been  used  to  paying  the  cost  of  general  government,  and 
he  has  been  used  to  paying  for  the  maintenance  of  the  poor  and 
disabled  in  the  community.  However,  there  has  come  upon  his 
shoulders,  in  the  last  few  years,  an  entirely  new  burden,  which  is 
unemployment  relief.     Suppose  the  real  estate  taxpayer  should  say. 
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"  I  will  not  pa\'  this  new  burden  of  unemployment  relief,  I  don't 
think  it  should  be  a  burden  upon  real  estate  " ;  I  wonder  where  we 
would  get  off  then.  In  other  words,  I  agree  with  the  gentleman 
who  spoke  over  there,  that  we  cannot  place  any  of  these  taxes  on 
a  sacred  pedestal.  We  have  to  get  the  money  where  we  can  get 
it  and  spend  it  where  we  have  to  spend  it. 

Chairman  Marion  McKay  :     Is  there  any  further  discussion  ? 

Xo  response.) 

Chairman  Marion  McKay:  If  not,  the  secretary  has  an  an- 
nouncement that  he  wants  to  make  at  this  time. 

Secretary  W.  G.  Query  :  I  want  to  remind  you  of  the  meeting 
of  the  sub-committee  on  resolutions,  which  will  be  held  in  just  a 
few  moments,  I  am  informed  by  its  chairman,  in  parlor  D,  after 
the  close  of  this  session.  The  members  are  Messrs.  Lesser,  Fox, 
Stone,  Maxwell,  Arnold,  Welch,  Buckingham  and  Riley. 

I  also  wish  to  announce  that  up  to  a  few  minutes  ago  we  have 
an  enrollment  of  five  hundred  and  ninety-two  representatives,  next 
to  the  largest  conference  we  have  ever  had ;  thirty-nine  states  and 
one  province  of  Canada  are  represented,  and  one  foreign 
representative. 

Wm.  ]\Iueller  (Minnesota)  :  I  move  we  adjourn. 
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Thursday,  October  4,  1934,  9:30  A.  M. 

Chairman  A.  E.  Holcomb  :  The  meeting  will  be  in  order. 
Professor  Bullock  has  a  brief  announcement  to  make. 

Chas.  J.  Bullock  (Massachusetts)  :  I  would  like  to  suggest  to 
the  members  of  the  nominating  committee  that  they  convene  at  once. 
This  committee,  of  your  elder  statesmen,  consists  of  Governor  Bliss, 
Clarence  Smith,  Professor  Lutz,  Mark  Graves,  Senator  Edmonds, 
Professor  Fairchild  and  myself.  Let  us  meet  outside  the  door  and 
perhaps  we  will  find  a  place  somewhere  there  in  the  hall  where  we 
can  sit  down  and  talk  things  over  at  once. 

Chairman  A.  E.  Holcomb:  Does  the  secretary  have  anything 
to  observe? 

Secretary  W.  G.  Query  :  I  want  to  call  attention  to  the  notice 
on  the  bulletin  board — a  group  meeting  of  those  interested  in  in- 
heritance taxation  will  meet  in  parlor  D  immediately  after  the 
presentation  of  the  progress  report  of  Dr.  Fairchild  this  morning. 

I  want  to  make  some  explanation  as  to  the  method  and  manner 
of  securing  publications  of  the  National  Tax  Association.  We 
have  had  numerous  inquiries  at  the  registration  desk  as  to  how 
they  can  be  secured.  A  copy  of  the  Proceedings  of  this  conference 
can  be  secured  by  purchase,  as  well  as  certain  back  volumes  of  the 
Proceedings  and  the  Bulletin.  Should  you  desire  to  become  a  mem- 
ber of  the  association,  the  Proceedings  of  this  conference,  together 
with  nine  issues  of  the  Bulletin,  beginning  with  the  month  of  Oc- 
tober and  running  through  June,  may  be  secured  on  membership. 
Should  you  desire  to  become  a  member,  all  you  have  to  do  is  to  go 
to  the  registration  desk  and  sign  an  application  card  and  give  us  a 
check  for  $5  or  a  $5  bill,  the  amount  of  annual  dues. 

Chairman  A.  E.  Holcomb:  Did  you  announce  the  attendance 
recently  ? 

Secretary  W.  G.  Query:  I  did  last  night.  Up  to  six  o'clock 
last  night  we  had  an  enrollment  of  594.  There  have  been  several 
enrollments  since  that  time.  We  are  going  over  600,  with  39  states 
represented. 

Chairman  A.  E.  Holcomb  :    Plus  the  District  of  Columbia. 

Secretary  W.  G.  Query:  Yes,  District  of  Columbia  and  one 
foreign  representative. 

(319) 
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Chairman  A.  E.  Holcomb  :  Now  it  gives  me  pleasure  and  it  is 
my  duty  to  recognize  the  work  of  another  of  our  members.  I  have 
ah-eady  had  the  duty  and  the  pleasure  of  doing  so  with  respect  to 
two  or  three,  but  in  this  case  it  is  perhaps  even  more  appropriate 
that  I  should  call  attention  to  the  extremely  arduous  duties  that 
have  been  performed  by  the  next  speaker  for  the  cause  and  for  the 
comfort  and  convenience  of  the  National  Tax  Association,  and 
thereby  for  your  benefit.  He  has  for  years  cheerfully  responded  to 
all  sorts  of  duties,  and  now  we  have  asked  him  to  work  on  this 
subject  of  tax  delinquency.  Professor  Fairchild,  of  Yale  University, 
has  assembled  a  group  to  handle  this  subject  in  such  a  manner  that 
I  feel  it  probably  better  that  he  should  run  his  own  show;  and  I 
am  going  to  ask  Professor  Fairchild  to  take  charge  of  the  meeting, 
and  he  will  call  upon  these  men  as  he  sees  fit,  and  as  they  fit  into 
his  general  scheme — Professor  Fairchild. 

Fred  R.  Fairchild  (Connecticut)  :  Mr.  President  and  Ladies 
and  Gentlemen,  your  committee  on  tax  delinquency  has  been  in 
rather  a  peculiar  way  the  victim  of  circumstances.  As  you  will 
doubtless  recall,  we  presented  our  first  report  at  the  conference  two 
years  ago,  and  I  might  read  one  paragraph  from  the  introduction 
to  that  report : 

This  committee,  in  spite  of  all  its  efforts  and  the  substantial 
outside  help  it  has  received,  is  well  aware  that  it  has  accom- 
plished no  more  than  a  fair  start  toward  exhaustive  study  of 
this  problem.    It  ofit'ers  its  present  report  in  the  hope  that  it  may 
at  least  contribute  to  a  better  understanding  of  the  problems 
of  delinquency,  and  possibly  stimulate  further  study,  so  organ- 
ized and  financed  as  to  permit  the  exhaustive  and  authoritative 
investigation  which  the  far-reaching  importance  of  this  problem 
warrants. 
Now,  in  the  preparation  of  that  report,  the  committee  received 
substantial  help  from  the  Forest  Taxation  Inquiry  of  the  United 
States   Forest   Service,  which,   it  happened,  was   investigating  tax 
delinquency  at  that  time  for  its  own  sake.     Occupying  the  dual  role 
of  chairman   of  the  committee  and  director  of  that  governmental 
inquiry,  I  was  able  to  throw  into  the  committee  the  work  that  that 
inquiry  was  doing,  and,  in  fact,  permitted  this  committee  of  yours, 
two  years  ago,  to  publish  material  which  was  being  prepared  for 
the  report  of  the  Forest  Taxation  Inquiry,  and  which,  as  a  matter 
of  fact,  has  not  even  yet  been  published  by  that  inquiry,  so  that 
we  had  here  somewhat  of  a  scoop  on  the  part  of  the  investigations 
of  that  government  organization.    Now,  what  we  expected  was  that 
this  report  would  stand  as  a  preliminary  effort.     It  would  be  rather 
widely   distributed,  would   arouse   some   discussion   and,   no   doubt, 
criticism,  and  numerous  suggestions,  and  that  after  a  year  we  would 
be  able  to  present  something  in  the  nature  of  a  final  report. 
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Now,  this  idea  of  presenting  final  reports  seems  to  be  somewhat 
of  a  forlorn  hope  anyway.  We  are  not  the  first  committee  that 
has  made  a  valiant  effort  with  a  preliminary  report  and  has  not 
been  able  to  produce  its  final  report. 

In  a  peculiar  way,  we  have  been  affected  because,  in  the  first 
place,  our  original  plan  was  upset  by  the  very  late  publication  of 
our  Proceedings  last  year,  so  that  when  we  assembled  in  Phoenix 
last  fall,  our  report  was  barely  out  and  there  had  been  no  time  for 
its  study  by  the  members  of  the  association  and  the  general  public, 
so  we  made  a  progress  report,  as  usual,  and  I  gave  you  some  hot-air 
on  the  subject,  and  we  had  a  very  interesting  discussion ;  and  we 
were  reappointed  by  the  association ;  and  now  I  am  here,  I  suppose, 
according  to  your  expectations  to  deliver  this  final  report.  In  the 
meantime  events  have  transpired  which  have  changed  the  situation 
decidedly. 

Two  official  investigations  have  been  going  on,  for  some  months 
now,  under  the  auspices  of  the  federal  government,  one  directed  by 
the  Bureau  of  Agricultural  Economics,  making  a  very  extensive 
compilation  of  the  facts  of  rural  tax  delinquency.  A  similar  investi- 
gation has  been  made  under  the  auspices  of  the  Census  Bureau, 
studying  urban  delinquency.  Now,  these  enterprises  were  combined 
with  the  relief  motive  which  is  back  of  many  government  undertak- 
ings at  the  present  time ;  and  incidental  to  the  relief  accomplishment 
both  of  these  inquiries  have  brought  forth  a  tremendous  amount  of 
extraordinarily  useful  data.  It  is  raw  material,  on  the  whole,  so 
far,  but  it  is  the  kind  of  raw  material  which  is  greatly  needed, 
the  absence  of  which  was  regarded  by  this  committee  from  the 
start ;  and  it  represents  material  which  some  day  must  be  carefully 
and  critically  studied.  After  all  the  time  and  effort  and  money 
which  has  been  spent  on  these  ofticial  investigations,  under  very 
able  direction  in  both  cases,  certainly  the  least  that  the  academic 
world  and  the  National  Tax  Association  can  do  is  to  give  the 
material  thus  collected  the  degree  of  thoughtful,  critical  study 
which  it  deserves. 

Now,  this  material  has  just  been  contributed;  in  fact,  all  of  this 
material  has  not  yet  been  made  public.  The  study  is  still  going  on, 
and  obviously  not  known ;  and  a  final  report  on  tax  delinquency 
with  this  tremendous  mass  of  important  material  still  not  digested 
was  quite  out  of  the  question.  So,  I  find  myself  again  in  the  rather 
embarrassing  position  of  having  to  report  only  progress  by  this 
committee,  to  tell  you  the  present  situation,  and  to  suggest  that 
perhaps  the  association  may  wish  to  continue  this  committee,  or 
provide  another  committee  to  give  further  study  to  this  matter. 

I  might  say,  incidentally,  that  the  proper  study  of  this  matter 
requires  some  sort  of  a  staff  of  assistants.  We  were  fortunate  in 
having  the  aid  of  the  Forest  Taxation  Inquiry  in  our  first  year. 
21 
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We  have  had  no  such  aid  the  past  year.  If  this  sort  of  work  is 
properly  to  be  done,  to  put  the  thing  bluntly,  some  money  must  be 
forthcoming  from  somewhere  to  employ  some  sort  of  assistants. 
Members  of  the  committee  have  been  giving  some  thought  to  that 
matter,  but  only  recently,  and  with  no  results  as  yet  to  report. 

My  performance  this  morning  is  to  be  of  only  trifling  importance. 
The  altogether  too  generous  introduction  by  our  president  scarcely 
conforms  with  my  performance  this  morning,  and  if  it  is  justified  at 
all  it  will  have  to  rest  on  a  past  record  rather  than  anything  I  am 
going  to  contribute  to  this  morning's  discussion. 

All  I  propose  to  offer  now  is  just  a  few  very  brief  rambling  com- 
ments upon  the  progress  of  events  during  the  past  year,  since  last 
we  discussed  this  topic.  First  and  most  noteworthy  are  these  two 
investigations  to 'which  I  have  already  referred.  Next  we  note  the 
continuance  of  the  depression.  The  financial  difficulties  of  our  states 
and  of  our  municipalities  are  no  less  numerous  and  no  less  severe 
than  they  were  a  year  ago ;  and  this  situation  complicates  very  much 
the  state  of  tax  delinquency.  The  problem  divides  itself  into  two 
parts :  first,  that  which  has  to  do  with  the  normal  procedure  of 
taxation  and  tax  collection.  That,  after  all,  is  the  aspect  of  the 
problem  with  which  this  connnittee  has  chiefly  concerned  itself. 
We  have  felt  that  we  were  working  for  the  future,  that  our  main 
job  was  to  lay  down  a  body  of  principles  and  such  a  plan  of 
procedure  whereby  tax  collection  might  proceed  in  the  future  in 
an  orderly  way,  and  the  accumulation  of  back  taxes  in  a  mass  of 
delinquency  might  be  avoided,  or  at  least  minimized.  Now,  we 
are  not  unaware  that  there  is  also  the  acute  problem  right  now  of 
what  to  do  with  the  accumulation  of  back  taxes,  which  is  always 
present  with  us  but  which  is  now  exaggerated  to  dangerous  pro- 
portions by  the  consequences  of  the  depression.  The  depression 
has  cut  both  ways.  It  has  seriously  impaired  the  revenues  of  our 
states  and  municipalities  while  at  the  same  time  it  has  imposed  addi- 
tional burdens  of  relief,  which  have  caused  expenditures  to  increase. 
Furthermore,  the  depression  has  affected  directly  the  financial 
condition  of  the  taxpayers  so  that  their  ability  to  pay  their  taxes  is 
sub-normal.  Now,  these  two  problems  are  in  a  way  distinct — the 
problem  of  setting  up  a  regular  ordinarily  normal  plan  to  be  oper- 
ated in  the  future  to  take  care  of  normal  conditions,  and  the  problem 
of  what  to  do  with  this  accumulated  mass  of  delinquency  which  is 
largely  the  result  of  the  depression.  They  are  not  only  distinct 
but  in  a  way  the  second  problem  interferes  with  the  first,  because, 
as  you  are  all  aware,  every  member  of  this  committee  is  convinced 
that  the  ultimate  solution  of  the  delinquency  problem  rests  more 
than  on  any  other  circumstance  upon  regular,  definite  or  rigid 
methods  of  collection.  We  have  already  reported  to  you  that  faulty 
collection  procedure,  mistaken  leniency  on  the  part  of  legislatures 
and  administrative  officers  in  the  collection  of  taxes,  is  more  than 
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anything  else  the  cause  of  the  problem  of  delinquency.  Now,  that 
cause,  of  course,  becomes  especially  prominent  in  a  time  of  depres- 
sion ;  and  there  has  been  temptation  brought  to  bear  upon  the  law- 
making bodies  to  let  up  somewhat  upon  the  requirements  of  tax 
collection,  to  extend  the  periods,  to  reduce  the  interest  rates,  to 
reduce  or  waive  the  penalties,  to  make  changes  here  and  there, 
doubtless  well  meaning,  doubtless  inspired  by  sympathy  for  a  tax- 
paying  body  especially  hard  hit  in  these  recent  years — perhaps  even 
necessary.  I  admit  that  grudgingly,  but  perhaps  it  must  be  ad- 
mitted. But,  don't  you  see  that  all  that  sort  of  thing  is  just  knocking 
the  foundation  right  out  from  any  regular,  permanent  procedure 
to  tax  collection.  We  have  already  assembled  plenty  of  evidence  to 
show  that  recent  actions  on  the  part  of  legislatures  and  tax  admin- 
istrators in  attempting  to  temper  the  burden  somewhat  for  the  shorn 
tax  paying  lamb  has  already  aroused  feeling  on  the  part  of  others, 
that  if  those  who  have  delayed  and  not  paid  their  taxes  are  now 
to  be  let  ofif,  why  should  we  be  so  careful  about  paying  our  taxes 
in  the  future;  that  we  all  better  wait  and  see  if  some  future  legisla- 
ture won't  go  still  further  in  easing  up  the  obligation  of  the 
taxpayer.  So,  the  effect  of  the  depression  and  the  groping  about 
for  means  to  carry  us  along  from  month  to  month  through  the 
depression,  is  putting  the  very  worst  element  into  the  normal  de- 
linquency situation. 

This  committee  has  not  undertaken  to  go  very  far  in  the  study 
of  methods  to  meet  the  present  acute  situation  due  to  the  depression, 
and  still  chooses  to  devote  its  principal  attention  to  the  preliminary 
solution  of  a  continuing  situation.  It  has  made  it  very  difficult 
for  us  to  confine  ourselves  thus  to  this  long  range  part  of  our 
problem,  and  has  required  us  to  give  attention  to  measures  and 
to  sound  an  urgent  note  of  warning,  no  matter  how  well  meaning 
they  are,  no  matter  how  much  indicative  of  sympathy  they  are, 
which  tend  to  undermine  the  very  foundation  of  sound  tax  collection 
procedure. 

This  morning  the  committee  is  prepared  to  put  before  you  a 
program  in  lieu  of  a  final  report,  a  program  which  I  think  we  can 
honestly  say  you  will  find  interesting.  We  have  with  us  not  only 
most  of  the  members  of  the  committee,  but  we  have,  very  happily, 
the  two  men  who  have  directed  these  tw-o  governmental  investiga- 
tions, to  which  I  have  referred,  and  we  have  arranged  a  program 
with  the  purpose  of  presenting  to  you  a  record  of  what  has  been 
going  on  during  the,  past  in  tax  delinquency  matters — a  personal 
report,  let  me  say,  from  those  who  have  been  in  charge  of  these 
two  official  investigations,  and  discussion  of  certain  special  features 
of  the  problem,  which  have  come  to  prominence  in  the  past  year. 
We  have  agreed  among  ourselves  to  put  on  our  show  with  such 
dispatch  that  there  will  be  ample  time  for  discussion.  I  know  that 
this  room  is  full  of  people  who  are  competent  to  discuss  this  matter. 
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and  who  have  something  to  contribute.  The  committee  itself  is 
especially  anxious  to  get  onto  the  record  this  morning's  suggestions 
and  criticisms  from  those  persons,  so  we  think  the  most  valuable 
part  of  the  meeting  this  morning  will  be  the  general  discussion 
following  the  presentation  by  the  committee.  To  that  end  the  com- 
mittee has  agreed  to  be  most  strict  in  the  limitation  of  our  own 
time,  and  I  have  received  a  solemn  oath  from  every  member  of  the 
committee  to  confine  his  remarks  to  not  more  than  fifteen  minutes, 
and  I  hereby  solemnly  swear  that  if  fifteen  minutes  are  not  already 
up,  my  own  remarks  will  be  limited  to  that  time.  I  expect  a  burst 
of  applause  at  this  juncture.  And,  I  shall  be  a  hard-boiled  chairman 
and  cut  myself  short  in  about  half  a  minute  now,  and  be  particularly 
rough  to  members  of  my  committee  if  they  incline  to  forget  their 
oaths.  So,  I  call  your  attention  to  the  printed  program.  Our  first 
topic  is  "  Rural  Delinquency."  This  subject  has  been  investigated 
most  extensively  under  the  auspices  of  the  Bureau  of  Agricultural 
Economics,  under  the  general  direction  of  Professor  Eric  Englund. 
Unfortunately  Mr.  Englund  is  so  absorbed  in  drought  relief  work  at 
the  present  moment,  suddenly  thrust  upon  him,  that  he  wired  me 
last  night  that  he  would  not  be  able  to  attend.  That  is  a  matter 
of  regret  but,  on  the  other  hand,  he  has  sent  his  chief  assistant, 
Mr.  Donald  Jackson,  who  has  been  working  with  him  continuously 
on  this  problem.  I  know  Mr.  Jackson,  I  have  seen  him  in  action, 
and  I  can  assure  you  that  he  will  give  a  good  account  of  this  part 
of  our  program.     I  have  the  pleasure  in  calling  upon  Mr.  Jackson. 

RURAL  TAX  DELINQUENCY  DATA 

DONALD  JACKSON 

Bureau  of  Agricultural  Economics 

The  many  inquiries  concerning  farm-tax  delinquency  which  have 
come  to  the  Bureau  of  Agricultural  Economics  during  the  past 
several  years  have  indicated  a  widespread  interest  in  the  subject, 
and  also  have  emphasized  the  paucity  of  data  concerning  the  situa- 
tion for  the  country  as  a  whole. 

For  the  past  three  years  we  at  the  bureau  have  been  attempting 
to  improve  our  knowledge  of  the  subject.  In  1931  we  sent  our  first 
inquiry  to  the  tax  commissioners  or  state  taxing  officers  of  the 
various  states.  Replies  were  received  from  perhaps  half  of  them, 
giving  their  impressions  and  in  some  cases  data  on  tax  delinquency. 
This  information  was  embodied  in  a  press  release,  and  this  release 
received  wide  notice — again  calling  attention  to  the  need  for  further 
data.  We  also  sent  inquiries  to  a  hundred  selected  counties,  and 
obtained  some  very  suggestive  figures  regarding  the  increase  in 
delinquency  during  the  past  several  years.  This  association's  com- 
mittee on  tax  delinquency,  I  believe,  has  been  impressed,  as  we 
have,  with  the  scarcity  of  data  on  tax  delinquency. 
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A  little  less  than  a  year  ago  the  Civil  Works  Administration  asked 
our  bureau  to  submit  projects  which,  while  serving  efficiently  the 
primary  purpose  of  giving  employment  in  increased  volume,  should 
also  obtain  valuable  data  which  otherwise  we  would  be  unable  to 
secure.  The  bureau  submitted  a  project  on  rural  tax  delinquency 
and  land  transfers,  and  the  project  was  approved.  We  do  not 
defend  this  project  purely  as  a  research  job  performed  most 
economically,  but  there  is  no  reason  why  we  should  do  so.  We  did 
make  the  most  of  the  proffered  opportunity.  While  collecting  an 
enormous  amount  of  badly  needed  data,  we  put  more  than  97  percent 
of  the  total  cost  of  the  project  directly  into  wages  to  persons  selected 
from  the  official  lists  of  tlie  unemployed. 

Limitations  of  the  Study 

There  are  various  objections  which  could  be  raised  against  the 
study.  Little  time  was  available  for  organization  of  the  project. 
To  serve  its  purpose  of  obtaining  a  general  farm-tax  delinquency 
picture  it  must  be  carried  on  in  all  of  the  states.  The  data  were 
not  available  in  state  offices,  but  must  be  obtained  from  county 
records  (town  records  in  New  England  and  some  Middle  Atlantic 
States).  Directors  of  the  project  could  not  have  complete  control 
of  the  organization  and  personnel.  Much  of  the  administration  of 
the  project  must  be  by  correspondence.  The  data  themselves  apply 
to  situations  arising  under  48  distinct  sets  of  state  tax  laws.  In 
most  states  the  tax  records  and  administrative  procedure  vary  con- 
siderably between  counties.  We  saw,  however,  no  other  opportunity 
of  obtaining  the  data  requisite  to  an  adequate  understanding  of  the 
delinquency  problem,  and  we  believed  the  difficulties  involved  could 
be  overcome  sufficiently  to  yield  practical  results. 

Organization  of  the  Study 

During  the  two  weeks  before  the  study  was  approved,  we  devised 
forms  for  field  schedules,  and  planned  the  organization  to  carry  on 
the  work  in  all  states.  There  was  no  time  for  consultation  with 
state  taxing  officials  or  students  of  taxation  throughout  the  country. 
Our  plans  and  the  forms  for  field  schedules,  therefore,  were  drawn 
with  very  little  consultation  with  anyone  outside  the  bureau  and 
were  made  uniform  for  all  states. 

To  make  it  possible  to  handle  the  work  in  all  48  states,  we  asked 
the  director  of  the  agricultural  experiment  station  in  each  state 
to  act  as  supervisor  for  his  state  or  to  delegate  this  work  to  some 
other  person.  We  asked  him,  also,  to  appoint  a  state  project 
director,  who,  if  meeting  the  regular  requirements  of  unemploy- 
ment, would  be  paid  by  the  Civil  Works  Administration.  The  ma- 
jority of  the  states,  it  later  turned  out,  donated  the  services  of  at 
least  one  man  each  to  direct  the  work  in  their  states.     Had  it  not 
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been  for  this  wholehearted  cooperation  by  the  experiment  stations, 
it  would  not  have  been  possible  to  carry  out  the  project  in  so  short 
a  time. 

The  state  project  directors  were  given  the  task  of  organizing 
groups  at  the  courthouses  of  as  many  counties  as  possible,  to  ab- 
stract delinquency  data  from  the  county  records.  Fortunately  the 
Civil  Works  Administration  permitted  us  to  state  specifications  or 
prerequisites  for  the  personnel  to  be  employed  in  this  work.  This 
gave  us,  on  the  whole,  a  very  good  grade  of  workers.  The  state 
project  directors  were  given  the  additional  task  of  reviewing  our 
schedules  and  field  instructions,  approving  them  if  they  thought 
best,  or  supplementing  them,  or  even  substituting  special  state  in- 
structions for  ours.  This  arrangement  seemed  necessary,  due  to 
the  fact  that  we  had  not  been  able  to  consult  with  the  states  in 
regard  to  the  forms  and  instructions. 

Operation  of  the  Project 

Work  was  actually  begun  on  the  project  in  a  minor  way  just  be- 
fore New  Year's.  All  states  had  started  work  by  early  February. 
At  the  peak  of  employment  on  the  study  7800  people  were  working 
at  the  county  courthouses.  They  worked  in  about  2300  out  of  the 
3075  counties  in  the  country.  In  late  February  a  gradual  decrease 
in  employment  was  instituted  as  the  work  was  finished,  and  the 
project  closed  on  April  28th. 

Throughout  the  work  the  states  gave  us  very  generous  coopera- 
tion. In  fact,  we  felt  that  the  study  partook  of  the  nature  of  48 
unified  state  studies,  and  our  viewpoint  throughout  has  been  that 
the  materials  obtained  are  the  joint  property  of  the  experiment 
stations  and  ourselves. 

Data  Taken 

Data  were  taken  directly  from  the  county  books.  They  covered 
the  years  1928  to  1932  and  in  some  cases  1933.  A  record  of  every 
delinquent  rural  property  in  the  county  was  requested,  and  a  con- 
tinuous record  for  a  single  property  was  contained  on  one  card. 
Rural  properties  were  defined  as  of  three  acres  or  more,  unplatted 
and  outside  of  incorporated  places.  Delinquency  was  defined  as  a 
condition  wherein  any  taxes  remained  unpaid  after  the  date  when 
penalties  were  legally  applicable.  In  counties  where  possible  we 
requested  a  record  showing  the  location  and  legal  description  of  the 
property,  the  type  of  the  property,  and  for  each  year  the  acreage, 
assessed  value,  taxes  due,  penalties  and  interest,  and  such  supple- 
mentary information  as  seemed  essential.  Special  assessments  were 
covered  similarly  on  the  same  schedule. 

Something  like  7,000,000  scliedules  on  one  of  the  three  phases  of 
the  study  (delinquency,  tax  sales,  or  land  transfers)  were  obtained. 
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Before  the  project  closed  we  received  preliminary  field  summaries 
for  a  great  part  of  the  material  obtained.  While  these  summaries 
necessarily  were  done  somewhat  in  a  hurry,  they  gave  a  good 
general  impression  of  the  trend  and  distribution  of  delinquency. 
They  suggested  that  the  peak  of  new  delinquency  was  reached  in 
1931.  For  about  1000  of  these  county  field  summaries  which  we 
analyzed  somewhat  further,  new  delinquency  decreased  slightly 
from  1931  to  1932,  but  at  the  same  time  the  number  of  delinquencies 
and  the  acres  delinquent  continued  to  increase.  Apparently  this 
decrease  in  delinquency  was  accounted  for  by  decrease  in  rural  real- 
estate  taxes,  a  decrease  which  the  bureau's  ta.x  index  series  shows 
to  have  been  about  14  percent  between  1931  and  1932. 

Detailed  Tabulation 

In  May  the  Federal  Emergency  Relief  Administration  made  a 
supplementary  grant  of  funds  to  the  Bureau  of  Agricultural 
Economics  with  which  to  make  more  detailed  tabulations  for  a 
selected  portion  of  the  field  data  which  we  had  obtained.  In  this 
latter  work  there  were  employed  at  one  time  during  the  summer 
over  600  people.  At  the  present  time  we  have  operating  on  two 
shifts  daily  12  punch-card  tabulating  machines  and  about  the  same 
number  of  sorting  machines.  In  this  manner  we  are  tabulating 
perhaps  two  and  a  half  million  schedules.  The  grant  of  funds 
expires  November  1st.  By  that  time  we  hope  to  have  summarized 
our  results  by  counties  and  by  states.  Our  present  expectation  is 
to  release  these  summaries  by  states  as  rapidly  as  they  become 
available.  The  final  summaries  have  just  been  started  and  for  one 
state  are  approximately  completed. 

It  is  impossible  in  the  limited  time  available  to  summarize  for 
publication  nearly  all  of  the  information  which  these  schedules 
contain.  Much  which  will  be  available  for  later  use  must  for  now 
remain  unpublished.  At  present  the  question  for  us  to  answer  is 
zvliich  summary  items  we  shall  obtain.  Regarding  this  we  are 
anxious  to  receive  suggestions  and  criticisms  from  taxation  officials 
and  others  interested  in  the  tax  and  delinquency  problem,  and  this 
meeting  seems  a  particularly  opportune  occasion  to  request  such 
assistance. 

At  this  time  I  can  little  more  than  state  the  summary  tabulations 
which  we  propose.  Each  of  the  items  in  this  list,  unless  otherwise 
specified,  is  to  be  tabulated  by  years,  by  type  of  property,  by 
delinquency  of  general  taxes,  delinquency  of  special  assessments,  or 
the  two  combined,  and  all  are  to  be  tabulated  by  counties.  The 
items  tabulated  in  each  case,  unless  noted,  are  the  number  of 
properties,  the  number  of  acres,  the  amount  of  taxes  or  special 
assessments  due,  and  the  year  of  payment,  if  paid.  The  summaries 
suggested  are : 
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1.  Total  delinquency  each  year 

2.  New  delinquency  each  year 

3.  Delinquency  terminated  each  year 

4.  Delinquencies  paid,  by  year  paid  and  by  year  of  levy 

5.  Total  1932  delinquencies,  by  year  of  levy 

6.  Unpaid  1932  delinquencies,  by  year  of  levy 

7.  Number  of  properties,  average  size  of  property  and  assessed 
value  per  acre  by  period  or  term  of  delinquency 

8.  Total  tax  sales  to  public  and  to  private  buyers 

9.  First  sales  to  public  and  to  private  buyers 

10.  Redemptions  from  public  and  from  private  buyers 

11.  Properties  later  assigned  or  sold  by  public  buyers 

12.  Tax  deeds  to  public  and  to  private  buyers 

13.  Area    delinquent    by    minor    civil    divisions    within    selected 
counties 

Time  does  not  permit  an  explanation  of  the  inter-relations  of 
these  different  summaries  in  depicting  the  delinquency  problem,  but 
the  items  all  seem  to  us  essential  in  showing  the  situation.  The 
project  of  itself  obviously  has  aimed  to  collect  and  tabulate  basic 
data,  not  to  analyze  them.  The  tabulation  should  show,  however, 
tax  delinquency  in  terms  of  area,  proportion  of  the  base  delinquent, 
amount  of  delinquent  tax,  amount  of  delinquency  still  unredeemed  by 
the  original  owners,  how  much  is  paid  each  year  on  delinquencies, 
and  how  much  is  received  each  year  by  tax  levying  governments 
on  delinquencies.  This  classification  of  the  facts  itself  carries  us 
into  an  analysis  of  the  situation,  and  we  hope  presents  the  material 
in  a  form  to  permit  further  progress  toward  an  adequate  understand- 
ing of  the  problem. 

Chairman  Fred  R.  Fairchild:  The  Chair  has  been  looking 
admiringly  at  this  fancy  gavel  and  block,  and  hopes,  before  the 
morning  is  over,  he  will  have  a  chance  to  give  a  good  swat  with 
it.  Mr.  Jackson's  courteous  response  to  my  suggestions  has  de- 
prived me  of  that  pleasure  thus  far. 

The  next  two  gentlemen  on  the  program  are  those  who  had 
official  direction  of  the  United  States  Census  study  of  urban 
delinquency.  I  confess  I  cannot  tell  you  precisely  the  part  played 
by  each  of  these  two  men.  Indeed,  it  is  my  private  opinion  that 
they  don't  know  themselves. 

Although  this  program  was  carefully  arranged  at  a  meeting  of 
the  committee  in  August,  I  was  informed  at  breakfast  this  morning 
that  Mr.  Woodworth  proposed  to  discuss  Mr.  Upson's  subject  and 
Mr.  Upson,  Mr.  Woodworth's  subject,  so  I  will  now  introduce 
these  two  gentlemen  together.  Mr.  Woodworth  you  all  know  from 
his  connection  with  the  United  States  Census;  and  we  know  Mr. 
Upson  best  as  the  director  of  the  Detroit  Bureau  of  Governmental 
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Research.  His  connection  with  the  Census  Bureau  of  the  federal 
government  is  quite  recent — in  connection  with  this  particular  study. 
It  gives  me  great  pleasure  now  to  call  upon  Mr.  L.  D.  Woodworth 
to  discuss  the  subject  of  urban  tax  delinquency. 

Leo  Day  Woodworth  (District  of  Columbia)  :  This  is  a  case 
where  the  last  shall  be  first.  Mr.  Upson  went  down  to  Washington 
last  December  to  start  the  C.  W.  A.  project  that  you  have  already 
been  told  about.  I  won't  review  nuich  that  Mr.  Jackson  has  told 
you  so  well.  His  difficulties  were  our  difficulties.  We  had  much 
the  same  class  of  help  throughout  the  country,  and  yet  there  was 
the  difference  that  when  Mr.  Upson  went  to  Washington  in 
December  he  had  to  begin  by  selecting  his  own  secretary  and  then 
gradually  build  up  an  organization.  About  March  we  were  really 
under  way,  with  a  date  for  termination  being  held  just  ahead  of  us, 
like  the  apple  ahead  of  the  horse — first  we  were  to  terminate  the 
15th  of  February,  then  at  the  end  of  March,  then  on  the  first  of 
May,  then  at  the  end  of  June,  and  finally  at  the  end  of  August. 

Having  special  interest  in  the  subject,  neither  Mr.  Upson  nor 
myself  being  there  purely  for  means  of  livelihood,  we  did  try  to 
force  our  results  out  in  the  form  of  newspaper  releases,  preliminary 
reports,  also  a  little  bit  more  rapidly  than  the  Bureau  of  Agricul- 
tural Economics  has  had  to  do;  and  my  paper  will  go  into  detail. 
It  is  more  than  I  will  read,  for  the  reason  that  our  work  has  not 
been  blessed  with  any  fund  for  publication.  Our  preliminary 
releases,  as  has  been  referred  to  before,  are  also  probably  our  final 
releases;  and  while  there  are  errors  in  detail,  for  which  undoubtedly 
there  are  explanations,  which  we  would  have  been  glad  to  check, 
we  simply  haven't  had  the  time.  We  feel,  however,  that  the  general 
results  are  not  far  from  the  actual  picture  as  it  exists  today. 

One  other  thing;  our  Division  was  started  as  relating  to  urban 
tax  delinquency.  As  we  got  into  that  study  we  found  that  urban 
delinquency  comprised  a  very  large  proportion  of  the  total  volume 
of  delinquency  in  the  country.  The  urban  areas  are  spotted 
throughout  the  country,  you  might  say,  and  therefore  we  attempted 
to  supplement  the  strictly  urban  figures  with  data  from  all  parts  of 
the  country,  to  give  a  complete  national  picture,  with  the  result 
that  the  total  uncollected  delinquent  taxes,  as  reported  and  as,  we 
believe,  reliably  estimated  for  places  where  we  could  not  get  actual 
data  for  levies  that  were  due  and  payable  within  the  twelve  months 
preceding  June  30,  1933,  amounted  to  an  aggregate  of  $900,000,000 
out  of  total  levies  of  $4,400,000,000  against  property  values  of 
approximately  $140,000,000,000,  or  an  average  delinquency  for  the 
country  of  20%  and  a  little  more. 
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COLLECTION  OF  PROPERTY  TAXES  WITH  SPECIAL 
REFERENCE  TO  REAL  ESTATE 

LEO   DAY    WOODWORTH 
Bureau  of  the  Census 
1.  In  General 

Tax  levies  of  1932-33  failed  by  over  $900  million,  or  more  than 
20  percent,  to  produce  anticipated  public  revenues  from  owners  of 
taxable  property,  principally  real  estate.  This  computation  is  for 
ad  valorem  levies,  predominantly  based  on  urban  levies  and  generally 
exclusive  of  special  assessments  for  benefits. 

The  data  referred  to  herein  were  collected  by  the  Division  of  Real 
Estate  Taxation,  a  federal  project  of  the  Civil  Works  Administra- 
tion, organized  within  the  Bureau  of  the  Census.  ^  It  is  summarized 
as  follows : 

TABLE  A. — Current  Property  Tax  Delinqiencv,  1932-33 

Taxes  uncollected  and  delinquent $        909  million 

On  aggregate  levies  of  4.414  million 

Against  property  values  of   i39oi5  million 

Average  delinquency,  20.5  percent 

These  compilations  are  composites  of  published  reports,  tabulations 
taken  from  official  records,  returns  obtained  by  correspondence  and 
finally,  to  a  small  extent,  estimates  based  on  partial  data  from  such 
sources.  Estimates  in  some  cases  were  based  on  and  otherwise 
were  checked  with  the  1931-32  data  compiled  by  the  Bureau  of  the 
Census  in  Financial  Statistics  of  State  and  Local  Governments: 
1932.  The  total  levies  on  which  delinquency  is  here  reported  for 
1932-33  is  known  to  exclude  a  relatively  small  amount  of  personal 
and  other  property  taxes,  roughly  estimated  as  between  one  and 
two  percent  of  the  total,  and  compares  with  total  general  property 
tax  levies  in  the  previous  year,  1931-32,  of  $5027  millions.-  The 
difference  between  aggregates  here  indicated  for  these  two  years 
may  be  assumed  to  be  indicative  of  the  decrease  that  occurred  in 
property  tax  levies. 

When  totals  are  analyzed  and  comparisons  are  attempted,  how- 
ever, it  must  be  considered  that  there  is  inherent  in  this  material 
whatever  effect  there  may  be  of  difference  between  states  and  even 
between  localities  within  states  (1)  in  the  various  dates  on  tax 
schedules  and    (2)    in  dates  of  report  as  compared  with   penalty 

1  "  Realty  Tax  Delinquency,"  Volumes  I  and  II,  Bureau  of  the  Census, 
Washington,  1934,  contains  the  mimeographed  releases,  prepared  under 
supervision  of  Dr.  Lent  D.  Upson,  followed  by  Leo  Day  Woodworth,  chief 
statisticians.  Division  of  Real  Estate  Taxation. 

2  "  Financial  Statistics  of  State  and  Local  Government:  1932,"  Bureau  of 
the  Census,  Washington,  1934. 
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dates;  also  (3)  in  the  relative  punctuality  or  delay  in  enforcement 
of  the  levies  through  collection;  (4)  in  synchronizing  of  collection 
periods  with  the  possibly  seasonal  income  of  the  community;  (5) 
in  the  distribution  of  the  tax  burden  as  between  types  either  of 
property  or  of  use  or  of  ownership,  particularly  as  to  the  portion 
levied  on  public  utilities  which  ordinarily  avoid  the  penalties  of 
delinquency.  Other  difficulties  are  due  (6)  to  the  wide  variety  in 
accounting  practices  on  such  important  items  as  inclusion  or 
exclusion  of  penalties,  compensation  of  collectors,  accumulation  of 
former  delinquencies,  abatements  and  refunds,  elimination  of  delin- 
quent property  from  current  roll — to  refer  generally  to  but  a  few 
of  the  conditions  that  prevent  complete  comparability. 

Finally,  this  work  was  suggested  and  undertaken  as  a  pioneer 
study  in  a  field  where  there  were  statistical  difficulties  in  some  states 
that  were  recognized  in  advance  to  be  insuperable  within  the  pre- 
scribed limitations  of  time  and  facilities. 

2.  Delinquency  Either  Current  or  Constant 

The  effectiveness  of  the  property  tax  levies  as  they  pertain  to. 
real  estate  is  to  be  indicated  in  two  relations,  viz.,  availability  as 
revenue  either  during  the  tax  year  or  during  some  subsequent  year. 
In  other  words,  tax  delinquency  may  be  either  short  or  long  term, 
temporary  or  permanent,  casual  or  persistent,  current  or  continued. 

In  the  present  study,  tax  delinquency  is  treated  in  the  two  distinct 
aspects  of  current  and  continued  delinquency  which  are  defined  as 
follows : 

1.  Current  delinquency  comprises  the  levies  that  remain  uncol- 
lected on  penalty  date.  This  date  may  or  may  not  coincide  with 
the  end  of  the  local  fiscal  year.  In  some  cases  it  is  less  than  two 
months  after  due  date  while  elsewhere  it  may  be  more  than  twelve 
months.  In  this  study  the  date  of  "  current  delinquency  "  is  gen- 
erally construed  as  one  year  from  the  time  when  the  tax  was  first 
due  and  payable  in  any  part,  or  the  nearest  practicable  date  of 
report,  provided  in  all  cases  that  the  tax  was  actually  subject  to 
penalty  as  for  delinquency. 

2.  Continued  delinquency  comprises  those  levies  that  persist  in 
delinquency  beyond  the  period  of  current  delinquency.  The  tabula- 
tions herein  will  be  on  the  basis  of  amounts  reported  uncollected 
in  yearly  periods  subsequent  to  date  when  first  due  and  payable  in 
any  part. 

These  data  are  herein  considered  from  two  aspects,  viz. — First, 
amounts,  relations  and  distribution ;  second,  trends  as  revealed  in 
ratios,  to  indicate  the  course  of  both  current  and  subseciucnt 
collections. 
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3.     Current  Tax  Delinquency — Amounts 

Current  delinquency  of  which  the  total  for  the  last  available  year, 
which  is  1932-33,  as  shown  in  Table  A,  is  distributed  regionally  in 
the  United  States  as  follows,  using  the  groupings  of  states  as 
standardized  by  the  Bureau  of  the  Census : 

TABLE  B. — Geographical  Distribution  ok  Delinquexcy,  1932-33 

1.  East  North  Central  States   34  percent 

2.  West  South  Central  States     23 

3.  South  Atlantic  States    21 

4.  Mountain  States    19 

5.  West  North  Central  States   19 

6.  Pacific  States   18 

7.  Middle  Atlantic  States    16 

8.  East  South  Central  States    12 

9.  New  England  States    8 

The  apparent  range  of  percentages  in  the  several  geographical 
groups  will  indicate  the  limitations  upon  comparability  of  the 
general  data.  Table  C  indicates  the  states  having  highest  and 
lowest  percentages  in  each  geographical  group,  without  weighting 
for  differences  in  laws  and  procedure. 

TABLE  C. — Range  of  Deunquexcv,  Regional,  1932-33 


I. 

East  North  Central  from  Ohio 

26% 

to  Michigan 

40% 

2. 

West  South  Central     ' 

'      Louisiana 

7% 

"    Texas 

28% 

3- 

South  Atlantic              * 

'      Delaware 

14% 

"    Florida 

36% 

4- 

Mountain                      ' 

J     Nevada 

7% 

"    Idaho 

28% 

5- 

West  North  Central     ' 

'      Iowa 

Hfc 

"    North  Dakota 

37^" 

6. 

Pacific                            ' 

'      California 

12% 

"    Oregon 

34% 

7- 

Middle  Atlantic 

'      New  York 

12% 

"    Pennsylvania 

23% 

8. 

East  South  Central     ' 

'      Kentuckv 

11% 

"    Tennessee 

18% 

9- 

New  England              ' 

'      Massachusetts  6% 

"     Rhode  Island 

•7% 

It  is  impossible  even  to  epitomize  in  this  place  the  conditions  that 
affect  comparability  of  the  data  included  in  the  above  table  and  in 
Table  D  that  follows.  The  details  are  indicated  more  fully  in  the 
preliminary  reports  on  the  several  states  that  have  been  issued  by 
the  Bureau  of  the  Census.  However,  few  if  any  statements  on  the 
conditions  affecting  comparability  of  these  data  can  be  either  com- 
plete or  incontrovertible.  The  factors  are  too  numerous  in  number 
and  capable  of  too  many  interpretations  by  observers. 

No  listing  of  those  factors  will  be  attempted  in  this  place,  but 
their  variety  may  be  indicated.  Thus,  public  utilities  are  variously 
included  in  these  data,  from  none  as  in  California  to  entirely  in 
most  states.  In  Nevada  it  is  said  that  the  utilities  pay  about  one- 
half  of  the  entire  levy  with  the  result  that  except  for  the  utility 
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TABLE  D. — Tax  Dei.ixqlkncy,  All  States,  State  and  Local 
Levies  of  1932-33 

(Amounts  in  thousands  of  dollars) 


Assessment 

Levy 

Uncollected 
and   Delinquent 

State 

Amount 

Percent 

Total,  All  States 

^»39,5 14,930 

$4,414,187 

392,221 
1,420,206 
956,37' 
471.925 
289,440 
105,878 
264,018 
144,635 
369.493 

24,897 
16,893 

9.7 '3 
236,044 

28,439 
76,235 

8o2,254('') 

257.659 
360,293  C) 

201,346 

"7.3290 

334.640 

216,581 

86,475 

115,716 
92,056 
95.3"         ! 
22,935 
29,828 
49,616 
66,463('') 

5,42oC) 
48,796 
20,899 

$909,465 

32,846 
232,153 
323.359 

89,380 

62,441 

'3-335 

6',557 

28,304 

66,090 

2,47' 0 
2,720 

989C) 
14,024 
4,973 
7.669 

99,88 1 0 

49.513 

82,7590 

i 

52,723 
32.710O 
123,4050 
88,198 
26,323         1 

! 

23,309 
12,976 

22,408 
8,631c 

5.6'4C 
7.303  0 
9,1390 

790O 
7.899         1 
5,268 

20.5 

Geographic  Divisions: 

New  England 

Middle  Atlantic 

East  North  Central,. 
West  North  Central. 

South  Atlantic 

East  South  Central.. 
West  South  Central. 

12,996,761 

46,789,130 

28,480,904 

14,289,469 

11,438,904 

6.347.836 

7.i57.'56 

3.982,725 

8,032,045 

599.605 

586,40s 

278,187 

6,999,009 

1,382,189 

3.'5'.363 

27,961,609 

6  524,648 

1  2,302,873 

9,155.797 
3,994,598 
6,092,224 
5.499,44' 
3.738,844 

'.635.748 
913.24' 
4.'7',377 
583.705 
'.'77.929 
2,520,661 
3,286,808 

291,623 
2,048,834 
1.33 '.054 

^•5 
16 

34 
19 

2'-5 

12.5 
23-5 
19.5 
18 

Pacific 

New  England  : 

Maine 

New  Hampshire   . . . 

10 
'7 

Massachusetts ('!). .. 

Rhode  Island 

Connecticut  (0 

Middle  Atlantic : 

New  York 

New  Jersey  C*) 

Pennsylvania  (') 

East  North  Central : 
Ohio(<')    

6 

'7-5 
10 

'2.5 
19.2 

23 
26 

28 

Illinois   

37 

40.5 

30-5 

20 

14 

23-5 

37-5 

'9 

'4-5 

'4 

'4-5 
16 

25 

MichiganC*") 

Wisconsin  (•■) 

West  North  Central : 
Minnesota    ....    ... 

Iowa 

North  Dakota 

South  Dakota 

Nebraska 

Kansas 

South  Atlantic: 

DelawareC) 

Maryland 

Dist.  of  Columbia('') 
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TABLE  D. — Co-iitinued 
(Amounts  in  thousands  of  dollars) 


State 


South  Atlantic  :  (  Con. ) 

Virginiaf'') 

West  Virginia 

North  Carolina.  •  •  ■ 

South  Carolina 

Georgia 

Florida 

East  South  Central : 

Kentucky 

Tennessee 

Alabama(^) 

Mississippi    

West  South  Central : 

Arkansas 

l.ouisiana(^)    

01<lahoma 

Texas 

Mountain  : 

Montana 

Idaho   

Wvommg 

Colorado 

New  Mexico 

Arizona 

Utah 

Nevada 

Pacific 

Washington 

Oregon  

California  . .  v 


Assessment 


51,594,129 
1,671,277 

935.043 
436,087 


2,820,377 

1,663,892 

1,170,912 

692,655 


473.582 
1,509.770 
1,409,664 
3,764,140 


375.283 
406,256 

354,504 

1,284,257 

314,628 

473,342 

575,431 
199,024 


1,054,281 
'.037,794 
5.939,970 


Levy 


?33,2i2 

42,475 
27,310 

18,913 

41,0950 

5i,32o(») 


48,300  C) 
23,224 
28,813c) 
5.541 


»7.'37 
46,805 

57.554('') 

142,522(«j 


26,3S4C) 
i6,35o(«) 

9,32iC') 
39,998 
10,803 
18,815 
18,326 

4,668 


66,444 

,4  J, 997 
261,052 


Uncollected 
and  Delinquent 


Amount 


$5,121 

7.954('') 

6,350 

5. '36 

5.462^") 
18,461  (») 


5,255^°) 

4,176^) 

3,247('') 

657('') 


3,453('') 

3,340  C) 

14,5731'') 

40,i9>('') 


4,931  C) 

4,656(M 

723('') 
7,140 
1,823 
4,495 
4,174 

362 


19,681 
14,300 
32,io9(*) 


Percent 


15-5 
.8.5 

23-5 
27 
135 
36 


II 
18 
11.5 
12 


20 

7 

25-5 

28 


18.5 
28.S 
8' 
18 
17 
24 
22.5 

7-5 


29.5 

34 
12.5 


(")    Estimated. 

C*)  Real  estate  only.  Michigan  levy  includes  real  and  personal  property. 
See  text. 

C^)    Real  estate  and  public  utilities. 

(^)  1931-32  levy.  Delinquency  as  of  December  31,  1933,  for  Massachu- 
setts and  New  Jersey;  December  31,  1932,  for  Pennsylvania.  The  current 
delin<|uency  on  New  Jersey  levies  of  1932-33  is  shown  in  Part  II  as  41.5 
l^ercent. 

C")    Includes  accumulated  taxes  in  both  levies  and  delinquencies. 

(^)    Certain  small  local  levies  and  delinquencies  not  reported. 

(8)   City  levies  not  reported,  except  city  of  New  Orleans.    • 

('')    Incorporated  towns  not  comi)letely  reported. 
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taxes  being  paid,  the  rate  on  property  would  rise  to  about  15  percent. 
The  Ohio  data  herein  are  on  the  real  estate  and  utility  levies.  In 
Michigan,  only  the  real  estate  delinquencies  are  here  included,  cer- 
tain important  utility  levies  are  not  included  and  the  probable  high 
delinquency  on  personalty  is  not  reported.  In  Arkansas  it  was  pro- 
vided that  payment  of  any  one  of  the  last  three  levies  would 
constitute  payment  of  all  three,  the  amount  and  percentage  of  recent 
delinquencies  thus  being  reduced  artificially. 

However,  the  table  will  serve  this  discussion  as  relates  to  the 
public  revenue. 

In  each  of  the  groups  noted  above,  excepting  only  the  New  Eng- 
land and  Middle  Atlantic  States  where  there  has  been  no  recent 
pertinent  tax  legislation  of  importance,  as  a  rule  the  states  with 
lowest  rates  have  had  the  least  and  the  states  with  highest  rates  of 
delinquency  have  had  the  most  drastic  legislation  intended  to 
ameliorate  the  enforcement  of  the  property  tax  levies. 

Furthermore,  elected  tax  collectors  cannot  be  expected  to  be  any 
less  solicitous  of  the  interests  of  their  constituents  than  are  legisla- 
tors, so  that  tax  administration  may  easily  become  a  misnomer 
for  mere  tax  receiving. 

Data  for  1933-34  levies  are  not  yet  available  for  purposes  of  com- 
parison with  that  for  1932-33.  Without  later  reports  no  adequate 
record  can  be  made  of  the  practical  effect  of  the  legislation  that 
originated  in  1933  for  the  amelioration  of  tax  enforcement  against 
delinquents,  as  will  be  more  particularly  discussed  below. 

4.  Current  Tax  Delinquency:     Trends 

The  amounts  of  the  tax  levies  that  remain  currently  uncollected 
is  indicated  in  Table  E  for  levies  from  1928-29,  where  current 
delinquency  is  shown  to  have  increased  from  6  percent  in  1928-29 
levies  to  17  percent  on  1932-33  levies.  In  other  words,  current  tax 
collections  dropped  from  94  percent  to  83  percent  of  the  total,  all 
states  being  averaged. 

Another  story,  however,  is  indicated  by  the  data  on  regions  by 
geographical  groups  of  states,  where  the  tripling  of  the  percentages 
of  current  delinquency  is  approximated  in  many  groups  and  greatly 
exceeded  in  one,  the  East  North  Central. 

All  cautions  heretofore  noted  as  to  comparability  here  must  be 
observed.  Furthermore,  the  data  in  Tables  F  and  G  are  not  iden- 
tical with  the  previous  tables  herein  either  as  to  units  or  levies 
included  although  the  data  as  between  years  in  this  table  are  fully 
comparable  because  from  complete  data  by  identical  units  through- 
out. In  volume  it  is  to  be  noted  that  the  current  delinquency  on 
1932-33  levies  is  here  reported  on  a  total  of  $1323  millions  as  com- 
pared with  aggregate  levies  of  4414  included  in  previous  tables,  a 
proportion  that  may  be  deemed  fairly  representative. 
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These  data  are  not  distributed  as  between  urban  and  rural  units 
of  government,  although  the  urban  must  predominate  to  the  extent 
that  the  percentages  and  any  resulting  ratios  will  approximate 
those  of  the  principal  cities  in  the  urbanized  areas.  However, 
extensive  returns  from  rural  units  have  been  included  through  the 
courtesy  of  the  U.  S.  Bureau  of  Agricultural  Economics  and  the 
resulting  general  averages  are  apparently  representative  as  such. 

The  data,  so  far  as  available,  from  individual  states  have  been 
tabulated  for  the  different  cities  and  other  units  as  grouped  accord- 
ing to  population,  and  also  b}'  reporting  counties.  But  one  state, 
however,  has  been  prepared  for  separate  publication  and  released 
to  the  public  owing  to  exhaustion  of  appropriation  and  termination 
of  the  project  on  August  31,  1934.  Michigan  was  used  as  the  sample 
in  this  case. 


TABLE  E. — CuKRExr  Delinquency,  in  States  by 
Geographical  Groups 

Percentages  of  Levies  Reported  for  Analysis 

Compiled  by  the  Bureau  of  the  Census,  Division  of  Real  Estate  Taxation 


Year  of  Levy 
All  States  .  . . 


Geographical  Groups : 

New  England    3.75 

Middle  Atlantic ,  5.52 

South  Atlantic '  13. 1 1 


East  North  Central 
East  South  Central  . 
West  North  Central 
West  South  Central 

Mountain 

Pacific 


5-84 
4.86 
7.22 
8.48 

5-72 
4.56 


417 
6.06 

13.61 
4.24 
5.62 
8.11 

10.28 
6.08 
6.13 


1930-31 

1931-32 

8.64 

12.68 

540 

7.28 

6.93 

10.26 

15.12 

ig.65 

13.84 

23-45 

7.67 

II. 13 

IO-53 

15.42 

14.99 

19.22 

7.86 

1201 

9.02 

12.88 

1932-33 

17.02 


9.42 
14.24 

23.21 
34-81 
16,28 
20.88 
22.16 
15.61 
16.47 


The  totals  of  levies  available  for  this  analysis  of  trend  in  current 
delinquency  is  shown  in  Table  F  for  states  by  geographical  groups, 
the  average  delinquency  being  determined  by  the  collections  on 
these  amounts  of  levies. 

The  proportions  in  the  several  geographical  groups  of  states,  of 
total  levies  that  were  available  for  this  analysis  of  current  delin- 
quency, are  shown  in  Table  G  for  the  year  1932-33. 

Explanation  will  not  here  be  attempted  of  the  extent  to  which 
the  various  states  and  even  the  various  localities  within  states  have 
contributed  to  the  determination  of  the  respective  group  averages. 
The  material  indicates  that  these  summaries  are  indicative  of  the 
conditions  as  averaged. 
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Thus,  in  the  East  North  Central  group  these  data  are  ahnost 
entirely  from  the  states  of  Michigan  and  Wisconsin,  the  necessary 
statistics  not  being  generally  available  in  other  states  of  the  group, 
owing  to  annual  reassessment  of  delinquent  taxes  in  the  states  of 
Ohio,  Indiana,  and  Illinois.  However,  a  general  similarity  of  con- 
ditions in  these  states  is  indicated  by  the  data  thereon  in  Table  D. 

TABLE  F. — Levies  Axai.vzed  for  Trend  in  Current  Delinquency 

States  by  Geographical  Groups 

(Amounts  in  millions  of  dollars) 

Compiled  by  the  Bureau  of  the  Census,  Division  of  Real  Estate  Taxation 


All  States j    1,216 


Geographical  Groups : 

New  England    

Middle  Atlantic 

South  Atlantic    

East  North  Central  . . 
East  South  Central  . . 
West  North  Central 
West  South  Central . . 

Mountain 

Pacific     


1928-29 

1929-30 

1,216 

>.3i9 

77 

78 

636 

722 

67 

68 

131 

•34 

24 

26 

92 

95 

30 

33 

«9 

20 

140 

143 

1930-31    I 93 '-32 
•.356        1,357 


82 

754 
68 

»3S 
26 

97 

33 

20 

141 


84 

768 

67 

129 

26 

94 

33 

»9 

137 


•932-33 
i»323 


86 

783 
62 
117 

23 
86 
28 

17 
121 


TABLE  G. — Extent  of  Sampling  for  Current  Delinquencv 

Levies  of  1932-33,  by  Geographical  Groups  of  States 

(Amounts  in  millions  of  dollars) 

Compiled  by  the  Bureau  of  the  Census,  Division  of  Real  Estate  Taxation 


All  Stater 


Geographical  Groups: 

New  England 

Middle  Atlantic  • . . 
South  Atlantic   .... 
East  North  Central 
Kast  South  Central 
West  North  Central 
West  South  Central 

Mountain    

Pacific  


Total 

Levies 

(Table  D) 


4.4 '4 


392 
1,420 
289 
Q56 
106 

472 
264 

145 
369 


Reported 

for  Analysis 

Amount 
',323 

Percent 

30.0 

86 

21.9 

783 
62 

55-' 
21,4 

117 

12.2 

23 

86 

21  7 
18.2 

28 

10.6 

17 

1 1.8 

121 

32.8 

22 
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5.  Current  Tax  Delinquency:  Distribution  by  Types  of  Real  Estate 

The  time  is  past  when  tax  delinquency  can  be  studied  and  legis- 
lated upon  without  localizing  the  causes,  absolute  as  well  as 
comparative,  as  so  well  stated  by  Mr.  Cornick  in  the  Fourth  Report 
of  the  New  York  State  Commission  for  the  Revision  of  the  Tax 
Laws,  1934,  chapter  IV. 

Two  necessary  studies  on  distribution  of  tax  delinquency  would 
deal  respectively  with  types  of  ownership  and  types  of  property. 
The  first  subject  presents  obvious  difficulties.  The  latter  can  be 
handled  by  usual  enumeration  methods,  which  were  undertaken  in 
the  instant  case. 

Preceded  only  by  studies  of  such  distribution  in  Detroit  and 
Chicago,  and  availing  of  the  field  schedules  of  the  real  property 
inventory  that  was  being  made  in  selected  cities  by  the  Bureau  of 
Foreign  and  Domestic  Commerce  with  the  assistance  of  the  field 
organization  of  the  Bureau  of  the  Census,  the  current  tax 
delinquency  by  specified  types  of  property  was  surveyed  by  sampling 
in  62  selected  cities  with  a  combined  assessed  valuation  of  $6446 
million  and  tax  levies  of  $266  million,  these  cities  being  distributed 
throughout  the  country  and  ranging  in  size  from  Casper,  Wyoming, 
to  Cleveland,  Ohio. 

The  relative  standing  of  the  real  estate  analyzed  and  combined 
into  ten  distinctive  classifications  of  types  of  improvement,  is  shown 
in  Table  H  according  to  the  median  rate  of  delinquency  in  the  57 

TABLE  H. — Median  Rates  of  Current  Delinquency, 

BY  Types  of  Real  Estate 

In  57  Cities  Reporting  Current  Delimjuency,  Levies  of  1932-33 

Summary 


Medium  Percentage  of  Delinquency 

of  the  Percentages  of  Delinquency 

in  the  57  cities 


Percentage  Delinquent 
(Aggregate,  57  cities) 


By  Amount  of  Levy 


1.  Vacant  Lots 3'-° 

2.  Apartment  Houses 27.6 

3.  Multiple  Dwellings 24.1 

4.  Hotels,  Clubs,  Rooming 

Houses 20.6 

^.  Flats  Over  Stores 18.9 

6.  Garages,  Gas  Stations,  etc  .  18.8 

7.  One-P'amily  Dwellings 18.2 


1 .  Vacant  Lots 30-5  $ 

2.  Apartment  Houses 29.8 

3.  Hotels,  Clubs,  Rooming 

Houses 26.9 

4.  Flats  Over  Stores 26.6 

5.  Multiple  Dwellings   25.8 

6.  One-Family  Dwellings 23.1 

7.  Garages,  Gas  Stations,  etc  .  20.1 


8.  Stores    16.4     j   8.  Stores 15.8 

9.  Ofifices,Warehouses,Thealers     7.7        9-  Ofifices,  Warehouses,Theaters  13. i 
o.  Industrial  Properties   6.2      10.  Industrial  Properties   11.5 
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Hy  \ umber  of  Parcels 


!.  Vacant  Lots SS-' i 

2.  Hotels,  Clubs,  Rooming 

Houses 26.7 

3.  Multijjle  Dwellings 26.0 

4.  Apartment  Houses 24.5 

5.  One-Family  Dwellings   ....  23.5 

6.  Flats  Over  Stores 220 

7.  Stores 21.2 

8.  Garages,  Gas  Stations,  etc . .  21.0 

9.  Industrial  Properties 19.3 

10.  Offices,  Warehouses, Theaters  19.0 


Vacant  Lots 45.1  < 

Apartment  Houses 31.7 

Flats  Over  Stores 31.0 

Hotels,  Clubs,  Rooming 

Houses 29.2 

One-Family  Dwellings 29.0 

Multiple  Dwellings 28.1 

Garages,  Gas  Stations,  etc . .  24.4 

Stores 24.3 

Industrial  Properties 226 

Offices,  Warehouses, Theaters  19.9 


cities  that  could  be  analyzed  for  current  delinquencies  alone — thus 
excluding  five  cities  in  which  the  levies  include  accumulated 
delinquencies.  These  median  rates  by  amount  of  levy  range  from 
31  for  vacant  lots  and  27  for  apartment  houses  to  18  for  one-fainily 
dwellings,  and  6  for  industrial  properties. 

TABLE  \a. — Relative  Dei.ixquexcy  by  Types  or  Realty  i.v  62  Cities 

By  Amounts  of  Current  Levies,  1932-33 
Compiled  by  the  Bureau  of  the  Census,  Division  of  Real  Estate  Taxation 


Rank 

by 

Medians 


I . 

2. . 
3-' 
4 

5 
6.. 

!•• 
8.. 

9   ■ 
10.. 


Rankings  in  62  Cities 
Summarized 


Type  of  Improvement 


Vacant  Lots 21  10  10 

Apartment  Houses 17    5    7 

Multiple  Dwellings '  311 

I  lotels,  Clubs,  Rooming  Houses \   713 

Flats  Over  Stores ,  7 

Garages,  Gas  Stations,  etc I  2 

One-Family  Dwellings i 

Stores j  2 

Offices,  Warehouses,  Theaters o 

Industrial  Properties j   2 


J3 

ji 

Si 

■* 

in  vo 

7 

l^ 

8 

5  7 

16 

9  7 

3 

6    6 

9 

6 

6 

6  10 

6 

915 

II 

4    7 

9 

Oj   0 

4 

° 

I 

3 

£,0 


2 
2 
I 

4 
7 
4 
2 

11  10    I 

12  22  16 
8,  832 


The  details  of  distribution  by  types  of  improvement  and  according 
to  amount  of  levy  summarized  in  Table  la  by  showing  the  number 
of  the  62  cities  in  which  each  of  the  ten  types  of  property  was 
found  in  the  respective  ranks  from  one  to  ten.  Thus,  in  21  cities 
the  vacant  lots  showed  the  highest  percentages  of  delinquency,  in 
10  cities  the  second  highest  and  in  10  cities  the  third  highest  and 
in  none  the  lowest.  Apartment  houses  had  the  highest  percentages 
of  delinquency  in  17  cities  and  second  highest  in  five  cities.  One- 
family  dwellings  had  highest  percentage  of  delinquency  in  hut  one 
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city,  second  highest  in  four,  third  highest  in  ten,  fourth  highest  in 
nine,  fifth  highest  in  fifteen.  Industrial  properties  had  lowest 
percentages  of  delinquency  in  32  of  the  cities  analyzed,  second 
lowest  in  eight,  third  lowest  in  eight  and  highest  in  two. 

Distribution  of  delinquency  by  definite  apportionment  to  types  of 
property  of  the  total  taxes  uncollected,  in  the  absence  of  data  on 
the  total  value  of  properties  of  the  various  types  or  other  basis  for 
accurate  comparison,  is  attempted  in  Table  lb  by  comparing  the 
percentage  of  delinquency  by  amount  of  levy  with  the  percentage 

TABLE  lb. — Responsibiiitv  for  Delinquency  by  Relative 

Value  of  Parcels,  by  Types 

In  57  Cities  Reported  on  Current  Delinquency,  1932-33 

Compiled  by  the  Bureau  of  the  Census,  Division  of  Real  Estate  Taxation 


Number  of  Cities  in  \\  hich  Responsibility 
for  Delinquency  is  more  Attributable  to 


Vacant  Lots 

Apartment  Houses 

Multiple  Dwellings 

Hotels,  Clubs,  Rooming  Houses 

Flats  Over  Stores 

Garages,  Gas  Stations,  etc 

One-Family  Dwellings   

Stores     

Offices,  Warehouses,  Theaters  . . 
Industrial  Properties 


Higher  Valued 

Lo 

wer  Valued 

Parcels 

Parcels 

II 

3« 

15 

32 

9 

40 

18 

32 

14 

37 

«4 

36 

8 

40 

7 

45 

5 

47 

3 

49 

Neither 


8 

10 

8 

7 
6 

7 
8 

S 
5 
5 


of  delinquency  by  number  of  parcels,  for  each  type  of  property  in 
each  city.  If  the  percentage  of  amount  is  greater  than  the  percent- 
age of  number,  then  the  larger  than  average  levies  are  responsible 
for  the  greater  part  of  the  delinquency.  Since  the  tax  rate  is  the 
same  for  both  the  higher  and  the  lower  than  average  valued 
property,  if  the  higher  than  average  levies  caused  the  larger  part  of 
the  delinquency,  then  the  higher  than  average  valued  property  was 
responsible.  Conversely,  if  the  percentage  of  delinquency  by 
amount  was  less  than  the  percentage  of  delinquency  by  number, 
then  the  lower  than  average  valued  property  was  responsible  for 
the  greater  amount  of  the  delinquency.  If  the  differences  between 
the  two  percentages  of  delinquency  was  1  percent  or  less,  the 
responsibility  for  the  delinquency  was  considered  balanced. 

The  titles  of  the  groups  are  self-explanatory,  except  that  multiple 
dwellings  comprised  buildings  with  two  to  eight  dwellings  and 
apartment  houses  over  eight  dwellings. 
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The  cities  included  in  this  study  of  property  tax  delinquency  as 
distributed  by  types  of  property  were : 


Albuquerque,  X.  M. 

Asheville,  N.  C. 

Atlanta,  Ga. 

Austin,  Texas 

Baton  Rouge,  La. 

Binghamton,  X.  Y. 

Boise,  Idaho 

Butte,  Mont. 

Casper,  Wyo. 

Charleston,  S.  C. 
*Cleveland,  Ohio 
*Cleveland  Heights,  Ohio 

Columbia,  S.  C. 

Dallas,  Texas 

Decatur,  111. 

Des  Moines,  Iowa 

Erie,  Pa. 

Fargo,  N.  D. 

Frederick,  Md. 

Greensboro,  N.  C. 

Hagerstown,  Md. 

Indianapolis,  Ind. 

Jackson,  Miss. 

Jacksonville,  Fla. 

Kenosha,  Wis. 
*Knoxville,  Tenn. 
*Lakewood,  Ohio 

Lansing,  Mich. 

Lincoln,   Neb. 

Little  Rock,  Ark. 

Minneapolis,  Minn. 


Nashua,  N.  H. 
Oklahoma  City,  Okla. 
Paduca,  Ky. 
Phoenix,  Ariz. 
Portland,  Me. 
Portland,  Ore. 
Providence,  R.  I. 
Pueblo,  Colo. 
Racine,  Wis. 
Reno,  Nev. 
Richmond,  Va. 
Sacramento,  Calif. 
San  Diego,  Calif. 
Salt  Lake  City,  Utah 
Seattle,  Wash. 
*Shaker  Heights,  Ohio 
Shreveport,  La. 
Sioux  Falls,  S.  D. 
Springfield,  I\Io. 
St.  Joseph,  Mo. 
St.  Paul,  Minn. 
Syracuse,  N.  Y. 
Topeka,  Kan. 
Trenton,  N.  J. 
Waterbury,   Conn. 
Wheeling,  W.  Va. 
Wichita,  Kan. 
Wichita  Falls,  Texas 
Williamsport,  Pa. 
Wilmington,  Del. 
Zanesville,  Ohio 


The  final  report  and  summary  of  this  study  of  distribution  was 
not  complete  when  the  project  terminated  on  August  31,  1934,  but 
means  are  being  considered  for  further  study  of  the  data  and 
subsequent  publication  of  findings. 

6.  Continued  Tax  Delinquency :     Trend 

The  extent  to  which  ad  valorem  taxes  on  property  remain  uncol- 
lected one  to  four  years  after  the  dates  when  they  first  became  due 
and  payable  in  any  part,  is  indicated  in  the  following  tables  which 
are    submitted   as   a    pioneer    contribution    on   the   time   factor    in 


*  Reported    for    accumulated    delinquency    and    compiled    separately    from 
the  remaining  57  cities  reported  for  current  delinquency. 
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collection.  In  most  of  the  states  a  large  proportion  of  the  levies 
are  reported  except  in  states  where  delinquent  taxes  are  promptly 
added  to  the  current  levy  or  otherwise  are  so  handled  as  to  prevent 
a  separate  accounting  for  each  tax  year  (notably  Ohio  and  Indiana). 

The  following  tables  summarize  the  separate  compilations  for 
states,  but  the  only  separate  release  in  this  series  of  state  tabulations 
was  for  Minnesota  which  was  issued  as  a  sample  prior  to  termina- 
tion of  the  work  on  August  31,  last. 

Only  identical  reporting  units  are  included  throughout,  partial 
reports  having  been  excluded. 

Table  J  shows  the  absolute  amounts  of  the  levies  that  have  been 
reported  for  this  study  and  the  amounts  uncollected  thereon.  Table 
K  converts  these  figures  into  percentages  of  their  respective  tax 
levies.  Table  L  presents  these  data  as  percentages  of  the  cor- 
responding figures  for  the  1928-29  levy.  Table  M  shows  the 
percentages  of  taxes  delinquent  at  the  end  of  one  year  from  due 
date  that  remain  uncollected  in  subsequent  3'ears. 

The  first  of  these  tables  on  trend  (J)  shows  the  aggregate 
amount  of  the  levies  analyzed,  which  amounted  to  about  one-third 
of  the  actual  total  of  all  levies  in  all  states,  with  the  amounts  of 
each  year's  levy  that  remained  unpaid  at  the  end  of  successive  years 
after  those  levies  first  became  due  and  payable.  For  example,  of 
$1216  million  levies  analyzed  for  1928-29,  the  amount  still  uncol- 
lected one  year  after  due  date  was  $72  million ;  after  two  years  $35 
million ;  after  three  years  $25  million  and  after  four  years  $19 
million. 

TABLE   T. — Amounts  ix  Thousaxds  of  Dollars 


Year 
of 

Amount 
of  Levy 
A  nalyzed 

1,216,173 
1,318,58. 
1,356,4 '6 
1,356,583 
1,323,165 

Delinquency  reported,  by  years  after  date  when  due 

and  payable  for 

Levy 

One  Year 

Two  Years 

Three  Years 

25,092 
30,5 '8 
49,371 

Four  Years 

1928-29.. 
1929-30.. 

1930-31 •• 
1931-32.. 

1932-33 •• 

72,3'=; 
84,498 

'i7,'33 
'72,043 
225,256 

35,183 

42,282 

67,499 

109,865 

19,138 
24,603 

The  second  table  on  trend  (K)  shows  the  amounts  from  Table  J 
converted  into  percentages  of  their  respective  original  levies.  For 
example,  of  the  total  levies  of  1928-29  here  analyzed,  6  percent  was 
uncollected  and  delinquent  one  year  after  first  being  due  and  pay- 
able, 3  percent  after  two  years,  2  percent  after  three  years  and  1.5 
percent  after  four  years.     The  1931-32  levies,  however,  were  8  per- 
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cent    uncollected   and    delinquent    two    years    after   being    due    and 
payable. 

T.^RLE  K. — Percentages  of  Levies  Analyzed 


Year 

Amount 

of 

of  Levy 

Levy 

Analyzed 

1928-29.. 

100 

1929-30.. 

100 

1930-31.. 

100 

1931-32 • • 

100 

« 932-33 •• 

100 

Delinquency  reported,  by  years  after  date  when  due 
and  payable 

One  Year 

Two  Years 

Three  Years 

Four  Years 

5-95 

6.41 

8.64 

12.68 

17.02 

2,89 
3.21 
4.98 
8.10 

2.06 
2.31 

3.f>4 

"57 
1.87 

In  the  third  table  on  trends  (L),  these  uncollected  taxes  of  recent 
levies  are  coinpared,  for  each  of  four  years  after  each  became  due 
and  payable,  by  ratios  of  the  corresponding  percentage  of  the 
1928-29  levies.  For  example,  the  percentage  of  delinquency  on  the 
1932-33  levies  after  being  payable  for  one  year  compared  with  the 
corresponding  percentage  on  1928-29  levies  as  286  to  100,  or  an 
increase  of  186  percent.  Likewise,  the  percent  delinquent  after  two 
years  were  nearly  three  times  as  great  for  the  1931-32  levy  as  for 
that  of  1928-29  (280  compared  with  100). 

TABLE  L. — Comparison  with  Delinquencies  on  1928-29  Levy 


Year 

of 
Lew 


1928-29. 
1929-30. 
1930-31. 
i93<-32- 
1932-33- 


Ratios 
of  Levies 
Analyzed 


100 
108 
112 
112 
109 


Delinquency  reported,  by  years  after  date  when 
due  and  payable 


One  Year 

Two  Years 

Three  Years 

Four  Years 

100 

100 

100 

100 

108 

t  II 

112 

119 

•45 

2«3 

286 

172 
280 

•77 

In  Table  L,  relative  sizes  and  absolute  amounts  cannot  be  judged 
by  horizontal  comparisons,  although  such  comparisons  may  be  made 
vertically. 

The  fourth  table  on  trends  (AI)  indicates  the  extent  to  which 
these  taxes  that  were  delinquent  at  the  end  of  the  first  year  of 
collection  were  also  reported  delinquent  in  subsequent  years.  In 
other  words,  this  table  will  indicate  the  extent  to  which  current 
tax  delinquency  tends  to  become  permanent. 
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The  figures  in  the  table  are  the  percentages  of  the  amounts 
deHnquent  at  the  end  of  one  year  that  remained  uncollected  after 
each  subsequent  year.  For  example,  three  years  after  the  1930-31 
levies  became  due  and  payable  42  percent  of  the  amount  delinquent 
one  year  after  such  due  date  was  still  delinquent,  whereas  only  35 
percent  was  similarly  delinquent  on  the  1928-29  levy. 

In  Table  M,  relative  sizes  and  absolute  amounts  cannot  be  judged 
by  vertical  comparisons,  although  such  comparisons  may  be  made 
horizontallv. 


TABLE  M. — Comparison  with  Delinquexcy  at  End  of  One  Year 


Year  of  I.ev'y 

Delinquency  reported,  by  years  after  date  when 
due  and  payable 

One  Year 

Two  Years 

Three  Years 

Four  Years 

1928-29 

IQ2Q— •JO 

00000 
00000 

49 
50 
58 

64 

35 
36 
42 

26 
29 

I Q 10— 11 

IQ  JI  — •J2 

IQ-J2— ^"J 

T.  Tax  Delinquency  in  Cities 

The  data  on  assessments,  levies  and  delinquencies  in  cities  of 
over  25,000  population  that  were  included  in  the  tabulation  already 
described,  were  intended  for  more  detailed  studies  on  urban  condi- 
tions than  were  possible  within  the  time  allotted  to  the  Bureau's 
Division  of  Real  Estate  Taxation.  The  division's  only  releases 
that  deal  specifically  with  city  tax  delinquencies  are  on  city  taxes  of 
all  levies  that  were  uncollected  as  of  January  1,  1934,  amounting  in 
the  aggregate  to  $407  million  in  the  13  cities  with  population  of 
500,000  or  more,  $67  million  in  the  12  cities  of  300,000  to  500,000 
population  and  $  million  in  63  cities  of  100,000  to  300,000  popu- 
lation, a  total  of  $        million  in  88  cities. 

The  comparisons  in  this  report  are  with  the  amounts  of  tax  levies 
upon  which  the  delinquencies  are  reported.  The  base  amounts  of 
the  levies  as  here  used  may  differ,  therefore,  from  other  compilations 
of  levies  that  are  intended  to  show  totals  for  other  purposes,  as  in 
other  publications  of  the  Bureau  of  the  Census,  such  as  the  annual 
Financial  Statistics  of  Cities  and  the  decennial  Financial  Statistics 
of  State  and  Local  Governments. 

The  totals  of  the  levies  that  were  uncollected  and  delinquent  on 
January  1,  1934,  are  shown  in  Table  N. 
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TABLE  N. — Uncoi.i.ected  Taxes,  All  Levies,  January  i,  1934, 
Accumulation 


City 

New  York 

Chicago 

Philadelphia 

Detroit 

Los  Angeles 

St.  Louis 

Cleveland 

Baltimore 

Boston 

Pittsburgh 

San  Francisco 

Milwaukee 

Buffalo 


Washington 
Minneapolis 
New  Orleans 
Cincinnati 
Newark  t 
Kansas  City 
Seattle 
Indianapolis 
Rochester 
Jersey  City  f 
Louisville 
Portland  f 


Houston 

Toledo 

Denver 

Oakland 

St.  Paul 

Atlanta 


(Cities  in  Order  of  Size  by  Population) 

State  Amount 

I.  Cities  of  500,000  and  over  Population 


New  York 

Illinois 

Pennsylvania 

Michigan 

California 

Missouri 

Ohio 

Maryland 

Massachusetts 

Pennsylvania 

California 

Wisconsin 

New  York 


$109,366,000 
119,246,000* 
26,615,000 
50,980,000 

4,094,000 
14,729,000 
30,109,000 

8,002,000 

7,624,000 
II  ,99 1 ,000 

2,290,000 
13,959,000 

7,625,000 


$406,630,000 


Cities  of  300,000  to  500,000  Population 

District  of  Columbia  6,624,000  (As  of  6-30-1934) 


Minnesota 

6,127,000 

Louisiana 

4,958,000  (As  of  1-31-1934) 

Ohio 

4,806,080 

New  Jersey 

10,748,000 

Missouri 

2,396,000 

Washington 

3,431,000  (As  0(6-1-1934) 

Indiana 

2,674,000 

New  York 

3,285,000 

New  Jersey 

10,556,000  (As  of  3-I-1934) 

Kentucky 

1,778,000 

Oregon 

9,413,000  (Est.) 

$66,796,000 

Cities  of  100,000 

to  300,000  Population 

Texas 

2,854,000 

Ohio 

3,744,000 

Colorado 

1,386,000 

California 

850,000 

Minnesota 

3,594,000 

Georgia 

625 ,000 

*  Total  of  levies  of  1930-31  and  1931-32  uncollected  April  27,  1934. 
Chicago  levy  of  1932-33  not  delinquent  until  July  i,  1934,  and  not  included. 

t  Includes  state  and  county  levies,  and  not  comparable  with  other  cities 
as  to  amount. 
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Birmingham 

Dallas 

Akron 

Memphis 

Providence 

San  Antonio 

Omaha 

Syracuse 

Dayton 

Worcester 

Richmond 

Oklahoma  City 

Youngstown 

Grand  Rapids 

Fort  Worth 

Hartford 

New  Haven 

Nashville 

Flint 

Springfield 

Bridgeport 

Scranton 

Des  Moines 

Tulsa 

Long  Beach 

Paterson 

Yonkers 

Jacksonville 

Norfolk 

All)any 

Trenton 

Chattanooga 

Camden 

Erie 

Spokane 

Fall  River 

Elizabeth 

Cambridge 

New  Bedford 

Miami 

Wichita 

Reading 

Wilmington 

Knoxville 

Peoria 

Canton 

South  Bend 

Somerviile 


Alabama 

Texas 

Ohio 

Tennessee 

Rhode  Island 

Texas 

Nebraska 

New  York 

Ohio 

Massachusetts 

Virginia 

Oklahoma 

Ohio 

Michigan 

Texas 

Connecticut 

Connecticut 

Tennessee 

Michigan 

Massachusetts 

Connecticut 

Pennsylvania 

Iowa 

Oklahoma 

California 

Nftw  Jersey 

New  York 

Florida 

Virginia 

New  York 

New  Jersey 

Tennessee 

New  Jersey 

Pennsylvania 

Washington 

Massachusetts 

New  Jersey 

Massachusetts 

Massachusetts 

Florida 

Kansas 

Pennsylvania 

Delaware 

Tennessee 

Illinois 

Ohio 

Indiana 

Massachusetts 


645,000 
2,020,000 
7,688,000 
3,496,000 

599,000 
4,498,000 
3,247,000 
2,435,000 
3,361,000 

217,000 

541,000 
1,163,000 
3,311.000 
2,209,000 
3,272,000 
3,526,000 
2,444,000 
1,798,000 
3,305,000 
3,683,000 
2,968,000 

756,000 

964,000 
1,323,000 

505,000 
3,969,000 
3,344,000 
2,243,000 
3,706,000 
4,135,000 
5,625,000 
1,159,000 
3,055,000 
1,868,000 

587,000 

122,000 
2,593,000 

696,000 

I  8o,GOO 

3,004,000 

530,000 

449,000 
590,000 
2,628,000 
1 7 1  .coo 
960,000 
471,000 
420,000 
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Evansville 

Indiana 

313,000 

Lynn 

Massachusetts 

1 7,000 

Utica 

New  York 

1,131,000 

Duluth 

Minnesota 

1,064,000 

Gary 

Indiana 

2,393,000 

El  Paso 

Texas 

2,500,000 

Lowell 

Massachusetts 

226,000 

Tampa 

Florida 

2,410,000 

Grand  Total  as  reported 

$123,786,000 

.   .,  $597,212,000 

A  basis  for  judging  the  relative  fiscal  importance  of  these  amounts 
may  be  found  by  comparing  them  with  the  last  two  tax  levies  in 
their  respective  cities,  as  shown  in  Table  O,  as  follows : 


TABLE  O. — Ratio  of  Total  Taxes  Deiinqiext  January 
I,  1934,  to  Latest  Levies 

(Cities  in  order  of  size  by  population) 

City  To  Levy  0/ igj2-J3  To  Levy  oj  1933-34 

I.  Cities  of  500,000  and  over  Population 


New  York 

20% 

24% 

Chicago 

99 

91 

Philadelphia 

28 

29 

Detroit 

70 

91 

Los  Angeles 

«9 

21 

Cleveland 

78 

84 

St.  Louis 

45 

51 

Baltimore 

23 

25 

Boston 

II 

12 

Pittsburgh 

65 

67 

San  Francisco 

7 

9 

Milwaukee 

62 

65 

Buffalo 

28 

35 

2.  Cities  of  300,000  to  500,000  Population 

Washington 

32 

38 

Minneapolis 

32 

33 

New  Orleans 

36 

38 

Cincinnati 

25 

27 

Newark 

37 

35 

Kansas  City 

30 

34 

Seattle 

45 

65 

Indianapolis 

J9 

21 

Rochester 

17 

17 
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Jersey  City 

40 

43 

Louisville 

22 

24 

Portland,  Oregon 

62 

65* 

3.  Cities  0 

f  100,000  to  300,000  Population 

Houston 

49 

t 

Toledo 

91 

t 

Denver 

25 

t 

Oakland 

21 

23 

St,  Paul 

43 

42 

Atlanta 

10 

12 

Birmingham 

19 

20 

Dallas 

29 

34 

Akron 

96 

103 

Memphis 

59 

t 

Providence 

5 

5 

San  Antonio 

"3 

121 

Omaha 

46 

t 

Syracuse 

36 

27 

Dayton 

lOI 

t 

Worcester 

2 

2 

Richmond 

9 

10 

Oklahoma  City 

54 

56 

Youngstown 

54 

53 

Grand  Rapids 

40 

45 

Fort  Worth 

66 

71 

Hartford 

29 

37 

New  Haven 

26 

29 

Nashville 

46 

t 

Flint 

60 

73 

Springfield 

4» 

t 

Bridgeport 

42 

t 

Scranton 

34 

38 

Des  Moines 

35 

37 

Tulsa 

44 

47 

Long  Beach 

20 

21 

Paterson 

58 

t 

\  onkers 

56 

61 

Jacksonville 

178 

148 

Norfolk 

III 

112 

Albany 

51 

5» 

Trenton 

76 

t 

Chattanooga 

48 

55 

Camden 

47 

48 

Erie 

87 

95 

*  Estimated. 

t  Information  lacking. 
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Spokane  40  46 

Fall  River                                       2  2 

Elizabeth  45  47 

Cambridge  10  II 

New  Bedford                                    3  4 

Miami  138  132 

Wichita  40  t 

Reading  56  62 

Wilmington  22  23 

Knoxville  90  t 

Peoria  14  f 

Canton  124  135 

South  Bend  44  49 

Somerville  48  lO 

Evansville  37  28 

Lynn                                                  0.3  0.3 

Utica  27  34 

Duluth  53  55 

Cary  85  lOO 

El  Paso  no  115 

Lowell                                               4  5 

Tampa  105  124 
t  Information  lacking. 

However,  such  ratios  are  not  strictly  comparable  as  between 
cities  because  of  differences,  mentioned  above,  in  dates  on  tax 
schedules,  in  collection  policies.  For  the  same  reason,  a  combined 
ratio  for  all  cities  would  be  without  definite  meaning. 

Recent  levies  were  delinquent  on  January  1,  1934,  by  percentages 
as  shown  in  Table  P. 

TABLE  P. — Pekcextages  of  Recent  Levies  Uncollected 
January  i,  1934 

(Cities  in  order  of  size  by  population) 
CJiy  Year  of  Levy 

'932-33         1931-32         1930-3'         1929-30         1928-29 
/.    Cities  of  500,000  and  over  population 


New  York 

10.4 ':5 

3.8% 

1.9^ 

1.2% 

0.8 

Chicago* 

40.6 

329 

Philadelphia 

15-5 

6.5 

2.7 

13 

0.6 

Detroit 

35> 

21.9 

7-1 

0.9 

1.4 

Los  Angeles 

lO.I 

4-3 

1.6 

1.2 

Cleveland 

24.8t 

*  Total  of  levies  of  1930-31  and  1931-32  uncollected  April  27,  1934. 
Chicago  levy  of  1932-33  not  delinquent  until  July  I,  1934,  and  not  included. 

t  Includes  prior  years  with  year  indicated,  and  therefore  not  comparable 
with  other  data  in  this  line  or  column. 
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St.  Louis 

24-3 

9.8 

4-7 

2.6 

2.0 

Baltimore 

14.9 

5-3 

2.0 

0.6 

0-3 

Boston 

8.4 

1.2 

Pittsburgh 

25.2 

15.6 

7-4 

3-5 

2.0 

San  Francisco 

5-4 

I.I 

0.4 

0.2 

0.1 

Milwaukee 

37.6 

ri.4 

4-7 

1.9 

0.6 

Buffalo 

"•5 

3-9 

I.O 

0.6 

0.7 

-'. 

Cities  of 

300,000  to 

j00,O0O   pOptt 

dation 

Washington,  D.  C. 

25.2 

3-6 

1-5 

0.7 

0-3 

Minneapolis 

18.7 

7-3 

1-7 

0.8 

0.4 

New  Orleans 

15.4 

9-5 

2-7 

2.2 

1.0 

Cincinnati^ 

Newark 

19.4 

7.2 

2.8 

1-3 

0.2 

Kansas  CityJ 

Seattle 

51-2 

21.0 

7.8 

2.8 

1-3 

IndianapolisJ 

Rochester 

8.1 

3.8 

I.I 

0.9 

2.0 

Jersey  City 

16.4 

6.5 

3-4 

••9 

1.2 

Louisville 

6.6 

4-3 

2.4 

2.1 

1.9 

Portland,  .Oregon 

24.6 

15.1 

8.3 

3-4 

2.2 

5- 

Cities  of 

100,000  to 

300,000  population 

Houston 

22.3 

14.0 

7-2 

2.2 

0.6 

Toledo  J 

Denver 

10.6 

4.9 

2.7 

2.7 

2.0 

Oakland 

8.7 

3-7 

1.6 

0.5 

St.  Paul 

19.6 

II. 6 

4.1 

2.4 

3-2 

Atlanta 

3-2, 

1-9 

3.6 

0.5 

Birmingham 

17.7 

0.3 

0.3 

0.1 

0.02 

Dallas 

13.2 

7.6 

4-3 

2.3 

1-9 

Akront 

Memphis 

23.6 

13-2 

8.4 

4-9 

3-6 

Providence 

1.6 

0.8 

0.8 

0.7 

0.6 

San  Antonio 

29.7 

19.3 

9-4 

6.1 

3-9 

Omaha 

19.9 

12.5 

5-9 

'•5 

5-3 

Syracuse 

12.2 

6.8 

2-3 

0.8 

05 

DaytonJ 

Worcester 

1.8 

0.1 

0.0 

0.0 

0.0 

Richmond 

51 

1.9 

1.0 

0.6 

0-5 

Oklahoma  City 

22.3 

12.0 

0.0 

'2-5 

22.6 

YoungstownJ 

Grand  Rapids 

2t.8 

12.6 

2.0 

— 

— 

Fort  Worth 

24.6 

14. 1 

8.6 

54 

3-7 

t  Includes  prior  years  with  year  indicated,  ami  therefore  not  comparable  with 
other  data  in  this  line  or  column. 
X  Information  lacking. 
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Hartford 

21.4 

9-7 

4-2 

1.8 

0.8 

New  Haven 

16.9 

5-9 

2-3 

I.I 

0.8 

Nashville 

26.6 

10.9 

15 

— 

— 

Flint 

25.9 

18.5 

7-9 

2-7 

0.8 

Springtield   (Mass.) 

32-5 

4- 

Bridgeport 

14.1 

5-4 

1.2 

'•3 

1.2 

Scranton 

M.7 

5-2 

2-5 

1-3 

0.8 

Des  Moines 

«5-5 

S.4 

5-5 

2.0 

0.9 

Tulsa 

31.2 

14.4 

— 

— 

— 

Long  Beach 

12.4 

4.8 

I.I 

0.2 

— 

Paterson 

32-7 

11.9 

7.6 

1.9 

: 

Yonkers 

1 1.9 

4.1 

I.O 

I.I 

1.2 

Jacksonville 

27.0 

19.5 

14.7 

10.3 

7-3 

Norfolk 

26.1 

12.8 

+ 

+ 

Albany 

13-6 

II. I 

8.2 

7-5 

6.0 

Trenton 

36-9 

22.0 

10.9 

5-3 

2.2 

Chattanooga 

26.8 

8.9 

4.4 

2.0 

1-3 

Camden 

20.4 

12.0 

7.0 

3-9 

t 

Erie 

46.8 

19.9 

10.3 

5-9 

3-8 

Spokane 

21.4 

9.0 

3-' 

0.8 

2.0 

Fall  River 

1.9 

0.1 

0.3 

0.02 

0.02 

Elizabeth 

41.3 

24.1 

9.8 

5-4 

1.4 

Cambridge 

91 

0.5 

0.2 

0.0 1 

New  Bedford 

1.4 

0.0 

0.9 

1.0 

0.0 

Miami 

27.8 

20.4 

13-8 

9-3 

6.9 

Wichita 

16.5 

8.0 

31 

1.2 

0.9 

Reading 

14.7 

6.5 

2.6 

.8 

1.6 

Wilmington 

13-4 

4.9 

2.1 

1.0 

0.5 

Knoxville 

42.4 

2J-I 

II. 2 

5-4 

X 

Peoria 

8.2 

4-5 

0.6 

0.1 

0.0 

CantonJ 

South  BendJ 

Somerville 

8.1 

0.4 

0.2 

.0 

0.0 

EvansvilleJ 

Lynn 

0-3 

0.0 1 

0.0 

0.0 

0.0 

Utica 

8.2 

3-4 

1.4 

0.5 

0.8 

Duluth 

22.8 

13-8 

5-1 

+ 
+ 

t 

Gary 

: 

El  Paso 

29.6 

18.1 

+ 
+ 

Lowell 

3-3 

'■3 

0.2 

o.c 

0.0 

Tampa 

43-5 

28.7 

«9-5 

II. I 

40 

+  Information  lacking. 

The  distribution  of  the  total  delinquency  as  above  on  January  1, 
1934,  as  between  the  delinquent  levies — i.e.,  the  extent  to  which  the 
various  levies  are  represented  in  the  total — in  percentages,  subject 
to  the  same  general  limitations  on  comparability  as  indicated  above, 
is  as  follows : 
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TABLE  Q. — Distribution  of  Total  Tax  Delinquency,  by  Levies, 
January  i,  1934 

(Cities  in  order  of  size  by  population) 
City  Year  oj  Levy 

Total    1932-33    1931-32    1930-31     1929-30    1928-29     Prior 

/.    Cities  of  500,000  and  over  population 


New  York 

1 00.0 

50.0% 

17.6% 

8.7% 

4.9% 

3-3% 

15.5% 

Chicago* 

1 00.0 

53.4 

46.6 

Philadelphia 

1 00.0 

55-0 

23.2 

9-7 

4.9 

2.1 

51 

Detroit 

1 00.0 

50.1 

32.7 

10.6 

1.4 

2.1 

31 

Los  Angeles 

100.0 

51.2 

29.2 

10.7 

8.9 

Cleveland 

1 00.0 

32.0 

68.ot 

St.  Louis 

1 00.0 

54.0 

24.0 

11.5 

6.1 

44 

Baltimore 

1 00.0 

63-5 

22.3 

8.5 

2.2 

I.I 

2.4 

Boston 

1 00.0 

74.6 

9.8 

i5.6t 

Pittsburgh 

1 00.0 

39-0 

26.9 

14.1 

6.6 

3-6 

9.8 

San  Francisco 

100.0 

74-5 

16.3 

5-3 

3-1 

0.8 

Milwaukee 

lOO.O 

61.2 

22.9 

lO.I 

4.0 

1.2 

0.6 

Buffalo 

1 00.0 

41.0 

16.5 

4-3 

2.5 

2.5 

33-2 

2.     Cit; 

xes  of  3 

00,000  to 

500,000 

population 

Washington 

1 00.0 

79-5 

"•3 

4-5 

2.1 

0.7 

1.9 

Minneapolis 

1 00.0 

58.0 

23.6 

5.6 

2-7 

1.4 

8.7 

New  Orleans 

1 00.0 

43-2 

28.2 

8.1 

6.8 

2.9 

10.8 

CincinnatiJ 

Newark 

1 00.0 

61.8 

23-9 

9.0 

4.2 

0.5 

0.6 

Kansas  CityJ 

Seattle 

1 00.0 

X 

61.3 

25.2 

9-3 

4.2 

IndianapolisJ 

Rochester 

lOO.O 

48.9 

«9-3 

II. I 

5.8 

4-5 

10.4 

Jersey  City 

100.0 

40.6 

16.3 

8.1 

4.1 

2.9 

28X) 

Louisville 

100.0 

30.0 

21.7 

12.2 

9.6 

7-9 

18.6 

Portland,  Ore. 

1 00.0 

40.0 

25.3 

154 

6.1 

3-8 

94 

J.    Cities  of  100,000  to 

300,000 

population 

Houston 

1 00.0 

45-1 

3'.6 

'6.3 

5-1 

1.2 

0.7 

Toledo 

1 00.0 

: 

Denver 

1 00.0 

42.2 

21.5 

12.9 

134 

1 0.0 

— 

Oakland 

lOO.Q 

50.6 

22.9 

10.4 

34 

I2.7t 

— 

St.  Paul 

1 00.0 

46.0 

29.4 

10.4 

6.2 

3.0 

— 

*  Total  of  levies  of  1930-31  and  1931-32  uncollected  April  27,  19^4. 
Chicago  levy  of  1932-33  not  delinquent  until  July  i,  1934,  and  not  included. 

t  Includes  prior  years  with  year  indicated,  and  therefore  not  comparable 
with  other  data  in  this  line  or  column, 

X  Information  lacking. 
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Atlanta 

lOO.O 

31.6 

21.2 

37-5 

5-2 

4.5t 

— 

Birmingham 

lOO.O 

95-2 

2.C 

2.1 

0.5 

0.2 

— 

Dallas 

lOO.O 

45.0 

26.2 

15.0 

7-7 

6.1 

— 

Akron 

lOO.O 

+ 
+ 

Memphis 

ICO.O 

40.1 

24.6 

16.1 

9-4 

6.1 

3-7 

Providence 

lOO.O 

34.8 

18.9 

1 7.0 

16.1 

13-2 

— 

San  Antonio 

lOO.O 

26.4 

21.6 

10.2 

6.7 

4.C 

311 

Omaha 

lOO.O 

43-4 

28.4 

ib.i 

4.0 

8.1 

Syracuse 

lOO.O 

33-9 

28.9 

9.6 

3-7 

>-7 

22.2 

Dayton 

IGO.G 

t 

Worcester 

lOO.O 

954 

4.6 

— 

— 

— 

— 

Richmond 

lOO.O 

55-5 

21.2 

11.4 

6-5 

5-4 

— 

Oklahoma  City 

lOO.O 

40.9 

24.C 

o.c 

12.5 

22.6 

— 

Youngstown 

lOO.O 

+ 
+ 

Grand  Kapids 

lOO.O 

55.C 

38.3 

6.7 

— 

— 

— 

Fort  Worth 

lOO.O 

37-3 

21.9 

13-2 

8.1 

5-2 

14-3 

Hartford 

ICO.O 

54.8 

26.5 

1 1.4 

4-3 

1.9 

1. 1 

New  Haven 

lOO.O 

65.8 

20.1 

8.1 

3-5 

2-5 

— 

Nashville 

ICO.O 

67.5 

28.5 

4.0 

— 

— 

Flint 

lOO.C 

43-4 

33-2 

.6.7 

5-3 

1.4 

— 

Springfield 

ICC.O 

79.0 

21. of 

Bridgeport 

ICO.C 

33-9 

14.0 

5.0 

3-3 

31 

40.7 

Scranton 

lOC.C 

50.6 

22.9 

II. I 

5-9 

3-6 

5-9 

Des  Moines 

loo.o 

44.2 

25-3 

16.4 

5-7 

2' 5 

5-9 

Tulsa 

lOO.O 

+ 
+ 

Long  Beach 

lOO.C 

63.6 

28.5 

6.9 

I.O 

0.0 

— 

Paterson 

ICC.C 

56.1 

23-9 

15-7 

4-3 

— 

— 

Yonkers 

lOO.C 

52.C 

13.6 

5-0 

3-1 

3-1 

23.2 

Jacksonville 

lOO.O 

15. 1 

19.C 

15-5 

10.8 

8-3 

31-3 

Norfolk 

ICC.O 

34-7 

17.3 

48.ot 

Albany 

lOO.O 

26.8 

23-3 

17.0 

14.9 

10.9 

71 

Trenton 

lOO.O 

42.4 

30-3 

157 

7.8 

3-1 

C.7 

Chattanooga 

ICC.O 

55-4 

1S.9 

9.8 

3-7 

2.4 

9.8 

Camden 

lOO.C 

42.9 

25.8 

'5-5 

8.4 

7-4t 

Erie 

ICC.O 

54-0 

22.9 

12.0 

6.3 

3-9 

0.9 

Spokane 

JOO.C 

54.1 

26.7 

ICO 

2.9 

6.3 

Fall  River 

ICC.C 

76,6 

54 

15.4 

t.o 

1.0 

0.6 

Elizabeth 

lOC.O 

53-4 

22.1 

II. 7 

2.8 

iccf 

Cambridge 

loo.o 

93-2 

5-0 

1-7 

C.I 

New  Bedford 

ICC.O 

41-3 

0.0 

26.9 

3'.8 

Miami 

lOO.O 

2C.I 

22.4 

16.4 

IC.6 

8.3 

22.2 

Wichita 

ICO.O 

4C.6 

21.9 

9.1 

3-4 

2-3 

22.7 

Reading 

lOO.C 

56.2 

24.7 

9-9 

3-2 

6.0 

t  Includes  prior  years  with  year  indicated,  and  therefore  not  comparable  with 
other  data  in  this  line  or  column. 
J  Information  lacking. 
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Wilmington 

lOO.O 

594 

23.2 

9-5 

4-3 

3-6 

Knoxville 

lOO.O 

47.1 

29.0 

'3-5 

6.6 

3-2t 

Peoria 

lOO.O 

60.4 

34-9 

4.1 

0.6 

Somerville 

lOO.O 

94.9 

3-5 

1.6 

Evansville 

lOO.O 

+ 

Lynn 

lOO.O 

97.8 

2.2 

Utica 

lOO.O 

24.3 

12.9 

5-3 

2.1 

2.y 

Duluth 

lOO.O 

42.8 

25.S 

9.6 

21. St 

Gary 

lOC.O 

+ 

El  Paso 

lOO.O 

18.8 

26.9 

54.3t 

Lowell 

lOO.O 

71.7 

254 

2.9 

Tampa 

lOO.O 

46.3 

22.7 

17.0 

9.9 

4.1 

t  Includes  prior  years  with  year  indicated,  and  therefore  not  comparable  with 
other  data  in  this  line  or  column. 
X  Information  lacking. 

8.  Related  Material 

The  significance  of  these  data  could  not  be  traced  extensively  by 
our  organization  in  the  time  at  its  disposal.  The  underlying  legisla- 
tion, the  forms  and  responsibility  of  administration  from  valuation 
to  disposal  of  the  public  interest  in  delinquent  property,  the  extent 
and  practice  of  exemption  and  abatement,  the  extent  and  distribution 
of  unpaid  municipal  obligations,  even  certain  factors  in  statistical 
comparability,  are  among  the  subjects  that  should  receive  further 
consideration. 

Legislation  of  all  states  was  examined  by  a  staff  of  law  clerks  and 
a  brief  summary  has  been  issued  of  the  ten  principal  items,  including 
recent  changes.  A  more  complete  analysis  of  the  tax  laws  has  been 
compiled  but  not  edited  finally  for  publication. 

Administration  was  covered  by  notes  on  the  number  and  arrange- 
ment of  taxing  units,  with  outline  of  collection  procedure.  This 
special  contribution  by  IMr.  Upson  has  not  yet  been  issued  in  sum- 
mary form,  although  it  has  been  released  for  the  several  states  as 
part  of  the  reports  on  current  delinquency  in  1932-33. 

Other  related  material  is  not  yet  in  form  for  release. 

9.  Comment 

By  way  of  conclusion,  it  may  be  well  to  refer  again  to  the  present 
need  of  a  thorough  breakdown  of  the  problem  of  delinquent  property 
taxes  into  its  component  parts,  at  least  for  those  parts  that  are  as 
distinct  as 

1.  Clearing  from  the  books  the  accumulations  of  tax  liens  for 
former  levies,  the  amount  of  which  not  infrequently  exceeds  the 
value  of  the  property  taxed.  This  includes  the  disposal  of  tax 
reverted  lands, 
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2.  Establishment  of  a  definite  policy  for  delinquency  that  results 
from  temporary  embarrassment  of  the  property  owner, 

3.  Forcing  payment  by  the  wilfully  delinquent, 

4.  Defining  the  place  of  a  sound  and  collectable  property  tax  in 
the  local  revenue  system. 

Chairman  Fred  R.  Fairchild:  It  is  a  very  ungracious  duty 
that  the  Chairman  has  this  morning  to  cut  short  papers  so  full  of 
meat  as  these  are,  and  I  only  remind  you  that  the  full  papers  will 
be  published  in  the  proceedings  of  the  conference,  and  available  in 
the  reprint  of  the  committee  report,  so  that  you  will  eventually  not 
be  deprived  of  the  benefit  of  these  complete  scholarly  papers,  which 
the  limits  of  our  time  prevent  placing  entirely  before  you  this 
morning. 

I  will  now  call  upon  Mr.  Lent  D.  Upson  to  discuss  "  Tax 
Collection — Legislation  and  Administration  " — Mr.  Upson. 

Lent  D.  Upson  (District  of  Columbia)  :  I  am  glad  the  Chair 
emphasized  that  in  this  study  of  tax  delinquency  Mr.  Woodworth 
and  I  attempted  to  cover  five  or  six  hundred  yards  in  ten  seconds 
fiat.  Since  the  study  was  undertaken  as  a  civil  works  project 
designed  to  give  a  few  months'  work  to  "  white-collar  "  unemployed, 
we  were  handicapped  both  as  to  time  and  personnel,  and  were  un- 
certain as  to  what  facts  were  available  in  the  field.  Consequently, 
after  the  briefest  planning  we  put  out  a  drag  net  to  bring  in  what- 
ever information  could  be  found.  Only  the  interest  of  the  Federal 
Emergency  Relief  Administration  which  granted  several  extensions 
in  time  made  it  possible  to  select  the  most  useful  of  these  facts, 
tabulate  them  and  issue  the  results  in  two  thick  volumes  of  mimeo- 
graphed sheets  by  the  Bureau  of  the  Census. 

The  paper  of  Mr.  Woodworth  summarized  the  more  outstanding 
findings  with  respect  to  the  location  and  amount  of  tax  delinquency 
in  the  United  States  as  of  December  31,  1933.  This  delinquency 
was  due  both  to  economic  conditions  and  to  what  amounts  to  a 
revolt  by  property  owners  against  the  large  dependence  placed  upon 
real  estate  taxation  for  the  support  of  local  government.  Contribut- 
ing factors  to  such  delinquency  are  the  defects  in  tax  collecting 
procedure.    It  is  these  procedural  defects  which  I  propose  to  discuss. 
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TAX  DELINQUENCY:    ADMINISTRATION 
AND  LEGISLATION 

LENT  D.   UPSON 

Chief  Statistician,  later  Special  Agent, 

Division  of  Real  Estate  Taxation  (Temporary) 

Bureau  of  the  Census 

All  government  in  the  United  States — national,  state,  and  locals 
secures  approximately  sixty  percent  of  its  revenues  by  the  taxation 
of  real  property.  This  compares  with  something  less  than  twenty 
per  cent  in  the  United  Kingdom,  if  taxes  based  on  rent  or  rental 
value  and  levied  against  the  occupiers  of  premises  can  be  termed 
property  taxes.  In  American  local  government  the  reliance  upon 
ad  valorem  taxes  is  even  greater  in  spite  of  the  increase  in  the 
number  of  public  services  and  in  their  cost.  It  is  estimated  that  of 
$4,892,000,000  of  revenues  collected  by  the  counties,  townships, 
school  districts,  cities,  and  villages  in  the  United  States  in  1932, 
$4,511,000,000,  or  ninety  percent,  was  produced  by  the  property  tax. 
Contrary  to  the  English  practice,  only  a  trivial  portion  of  the  burden 
of  local  government  has  been  met  by  national  or  even  state  subsidies 
secured  through  income  and  other  taxes.  Direct  state  and  federal 
subsidies  have  been  limited  largely  to  the  fields  of  education  and 
highways ;  indirect  ones  to  the  care  of  institutional  cases. 

Recently,  however,  there  has  been  vigorous  protest  against  so 
large  a  support  of  local  government  by  real  estate  taxation.  This 
protest  is  evidenced  by  attempts  to  limit  tax  rates  by  constitutional 
amendment  or  statutory  enactment,  homestead  exemptions,  appraisal 
of  property  for  purposes  of  taxation  on  an  income  basis,  and  support 
of  education  and  relief  by  federal  and  state  subsidies.  These  innova- 
tions doubtless  originate  in  the  collapse  of  real  estate  values  in 
recent  years.  When  such  values  were  steadily  increasing,  it  was  of 
small  consequence  to  property  owners  whether  or  not  real  estate 
income  could  pay  increasing  taxes.  The  profits  from  real  estate 
ownership  resulted  largely  from  the  capitalization  of  unearned  in- 
crement and  not  from  actual  current  income.  If  the  public  reclaimed 
by  taxation  only  a  modest  fraction  of  this  socially  created  value, 
there  was  little  complaint.  But  even  before  the  depression  this 
whole  process  was  reversed.  Real  estate  values  reached  a  peak  and 
then  entered  into  a  long  decline.  Capital  values  were  continuously 
destroyed  and  income  lessened.  Taxes  were  no  longer  paid  out  of 
actual  or  anticipated  profits  but  were  added  to  current  expenses  or 
even  losses.  Under  these  circumstances  the  movement  to  curtail 
real  estate  taxes  and  to  engage  in  taxpayers'  "  strikes  "  can  be  easily 
understood. 

Second,  the  economic  situation  has  prevented  the  payment  of 
taxes  in  many  instances.  The  income  from  certain  properties — par- 
ticularly hotels  and  apartment  houses  has  been  inadequate  to  pay 
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operating-  expenses,  interest  on  bonds,  and  taxes.  The  home  owner 
and  vacant  lot  owner  have  too  frequently  found  themselves  with  no 
income  at  all.  This  situation  has  been  aggravated  by  real  estate 
speculation,  and  the  collapse  of  "  booms  "  has  resulted  in  the  virtual 
abandonment  of  considerable  property.  Many  areas  lying  between 
the  Mississippi  and  the  Rocky  Mountains  have  been  so  affected  by 
the  drought  that  real  property  taxes  cannot  be  satisfactorily  collected 
by  any  method. 

But  economic  conditions  are  not  alone  responsible  for  tax  delin- 
quency. There  is  substantial  evidence  that  many  property  owners 
able  to  pay  taxes  have  taken  advantage  of  the  situation  created  by 
their  neighbors  who  cannot  pay.  The  defects  in  collection  procedure 
that  prevent  the  collection  of  taxes  from  property  owners  who 
cannot  pay  except  by  surrendering  their  properties  are  equally 
effective  in  preventing  collection  from  those  who  can  but  will  not 
pay.  Important  amounts  of  property  taxes  have  been  withheld 
deliberately  in  anticipation  of  so-called  "  remedial  "  legislation. 

As  results,  tax  delinquency  has  reached  one  hundred  percent  of 
the  current  levy  in  some  isolated  districts ;  averaged  twenty  percent 
of  the  levy  for  the  entire  country  in  1932-33,  and  has  been  increas- 
ing steadily  in  nearly  every  taxing-  jurisdiction.  Whether  this 
delinquency  trend  has  been  permanently  arrested  is  problematical. 
The  operation  of  the  Home  Owners'  Loan  Corporation  and  the 
payment  of  agricultural  subventions  by  the  federal  government  has 
without  doubt  modified  the  upward  trend.  The  cessation  of  this 
aid  may  result  in  a  reversion  to  type.  It  is  possible  that  the  payment 
of  taxes  has  rested  in  the  majority  of  states  upon  the  good  will  and 
taxpaying  habits.  Once  that  habit  has  been  interrupted  it  is  possible 
that  it  will  not  be  easily  resumed. 

Certainly  the  usual  procedure  for  enforcing  the  payment  of  taxes 
was  never  designed  to  meet  the  strain  now  placed  upon  it.  It 
worked  reasonably  well  only  .when  delinquencies  were  small  in 
number  and  amounts  and  the  professional  tax  title  buyer  was  an 
integral  part  of  the  collection  system.  The  substantial  retirement 
of  the  tax  title  buyer  has  forced  governments  to  bid  in  tax  liens  or 
to  receive  them  by  default  of  a  purchaser.  This  situation  was  not 
contemplated  under  the  statutes  of  most  states  and  the  public  as  the 
owner  of  tax  liens  often  finds  that  it  has  no  practical  methods  of 
enforcing  its  claims  against  property  owners.  Then,  too,  the  judi- 
ciary is  often  disposed  to  favor  in  defense  of  the  property  owner 
by  requiring  such  meticulous  compliance  with  the  statutes  as  to 
render  useless  the  ordinary  procedure. 

In  discussing  the  defects  of  collection  procedure,  it  seems  desir- 
able to  waive  consideration  of  certain  general  factors  that  bear  on 
the  efficiency  of  tax  collection — the  administration  of  assessment 
procedure,  the  equality  of  assessments,  use  of  land  value  maps  and 
rules  of  assessments,  mechanical  preparation  of  assessment  rolls  and 
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tax  bills,  payment  of  taxes  by  check,  et  cetera.  All  of  these  factors 
have  been  adequately  emphasized  in  available  printed  material. 
These  items  do  have  a  substantial  influence  on  the  prompt  payment 
of  taxes,  but  any  well-intentioned  and  intelligent  administrator  can 
easily  determine  procedures  that  have  been  used  successfully  in  other 
communities  to  promote  the  equitable  levy  of  taxes  and  to  stimulate 
their  payment. 

Therefore,  this  discussion  is  confined  to  certain  specific  factors 
that  have  to  do  with  the  payment  of  taxes  from  the  due  date  and 
following. 

The  Due  Date  for  Tax  Payment 

From  conferences  with  tax  authorities  and  from  the  data  gathered 
by  the  Bureau  of  the  Census,  it  is  concluded  that  tax  payments  are 
facilitated  by  the  existence  of  a  definite  due  date,  although  to  be 
truthful  it  is  in  the  north  eastern  states  with  an  excellent  record  for 
prompt  payment  that  the  due  date  is  most  often  left  open  to  local 
determination.  But  probably  this  promptness  is  in  spite  of  rather 
than  because  of  this  vagueness.  It  would  seem  a  matter  of  common 
sense  that  taxpayers  should  know  in  advance  when  they  are  expected 
to  pay  taxes  and  that  this  date  should  continue  from  year  to  year 
without  capricious  change.  In  thirty-seven  states  of  the  Union  this 
due  date  is  definite.  In  twelve,  the  due  date  is  indefinite.  In  the 
remainder,  the  due  date  is  ordinarily  definite  but  has  been  recently 
extended  for  specific  levies,  but  such  extensions  are  not  permanent 
provisions  of  the  tax  law.  In  those  states  in  which  the  due  date 
is  indefinite,  the  statutes  usually  provide  that  date  of  collection  may 
be  fixed  by  the  local  legislative  body  or  by  notice  from  the  tax 
collector.  In  some  instances,  the  time  for  the  payment  of  certain 
tax  levies  is  definite  and  that  for  the  payment  of  others  indefinite. 
New  York  is  one  of  the  worst  offenders  in  this  respect.  In  that 
state  there  is  no  uniformity  of  responsibility  for  the  collection  of  the 
various  levies  and  the  due  date  is  variable  over  a  period  of  a  month 
and  a  half,  and  is  subject  to  local  extension.  Under  these  circum- 
stances the  collection  of  accurate  tax  data  is  exceedingly  difficult — a 
fact  concerning  which  the  state  tax  commission  has  expressed  vig- 
orous opinion. 

Authorities  are  also  agreed  that  the  tax  due  date  and  the  begin- 
ning of  the  fiscal  year  should  be  in  substantial  agreement.  No 
tabulation  was  made  of  data  on  this  point,  but  it  is  evident  that  a 
wide  discrepancy  exists  in  many  states  as  to  the  period  in  which 
tax  money  will  be  received  and  that  in  which  it  will  be  spent.  In 
Illinois,  for  example,  collections  ordinarily  begin  a  number  of 
months  after  the  fiscal  year  of  the  municipalities  begins,  which 
compels  these  jurisdictions  to  resort  to  a  short-term  borrowing  dur- 
ing the  lean  period.     Tennessee  schools  go  through  a  similar  lean 
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period  of  six  months  or  more  supported  by  state  subventions  until 
real  property  taxes  are  really  available.  The  state  of  Michigan 
operates  for  about  eight  months  before  substantial  payments  of  the 
state's  taxes  are  collected  in  the  cities  and  townships  and  finally 
transmitted  by  the  county  treasurers. 

On  the  other  hand,  one  small  city  was  noted  in  which  taxes  were 
due  several  months  prior  to  the  beginning  of  the  fiscal  year.  This 
community  accumulated  its  year's  taxes  in  the  bank  and  proceeded 
to  borrow  from  the  same  bank  enough  money  to  meet  a  small  deficit 
that  prevailed  during  the  last  two  months  of  its  fiscal  year — a  situa- 
tion that  was  eventually  eliminated  by  shortening  one  fiscal  year  to 
a  period  of  ten  months. 

The  point  of  economic  convenience  is  sometimes  raised  in  connec- 
tion with  fixing  the  due  date  for  taxes.  It  is  pointed  out  that  small 
property  owners  do  not  like  to  pay  taxes  around  the  first  of  the  year 
because  of  the  proximity  to  Christmas.  Similarly,  it  is  advanced 
that  farmers  will  pay  their  taxes  when  crops  are  harvested  and  sold 
regardless  of  the  date  when  the  taxes  are  due.  So  city  folk  like  a 
mid-year  tax  due  date  with  the  Christmas  holidays  and  Christmas 
bills  far  away  in  either  direction  measured  by  the  calendar.  And 
farmers  like  a  New  Year's  date  with  crops  harvested,  sold,  and 
money  in  the  bank.  Apparently  the  rural  will  prevails  since  in  31 
states  taxes  are  generally  collected  in  the  fall  and  winter  months, 
in  the  spring  and  summer  in  six,  and  in  eleven  the  date  of  collection 
is  indefinite.  A  further  reason  for  payment  around  the  first  of  the 
calendar  year  is  found  in  the  fact  that  for  eighty-five  percent  of 
local  governments  in  the  United  States  the  fiscal  year  begins 
January  1.  Approximately  half  of  the  state  governments  (twenty- 
three)  also  operate  on  a  fiscal  year  beginning  January  1.  The  very 
extensive  study  of  chronic  tax  delinquency  on  farm  property  just 
concluded  by  the  United  States  Department  of  Agriculture  may 
throw  some  light  on  the  importance  of  crop  maturities  and  taxpay- 
ing  time. 

Penalty  Date 

Unfortunately  good  intentions  in  fixing  due  dates  and  the  begin- 
ning of  fiscal  years  at  substantially  the  same  time  are  too  often 
negated  by  the  long  period  of  grace  allowed  during  which  payment 
may  be  made  without  penalty.  It  is  amazing  to  note  the  unusual 
periods  of  time  that  are  customarily  allowed.  Certainly  no  private 
business  that  had  a  debt  due  it  would  ordinarily  permit  longer  than 
thirty  days  grace  before  taking  some  action — at  least  asking  again 
for  payment.  However,  only  seventeen  states  require  that  taxes  be 
paid  within  three  months,  which  is  six  fewer  states  than  in  1930. 
Nine  states  allow  from  four  to  six  months ;  seventeen  from  seven  to 
twelve    months ;    and   three    states    now   allow    more    than    thirteen 
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months  for  the  payment  of  taxes.  In  other  words,  a  new  tax  levy 
becomes  due  and  payable  before  the  previous  one  is  finally  due  to 
the  extent  of  taking  a  penalty.  These  long  periods  of  grace  and  the 
temporary  extensions  that  have  been  numerous  in  the  past  few  years 
have  been  political  concessions  that  have  obviously  contributed  to 
increased  delinquency.  It  is  the  consensus  of  tax  authorities  that 
a  reasonable  period  of  time  should  be  allowed  for  payment — say, 
thirty  days — after  which  penalties  for  delinquency  should  be  applied. 

Installment  Payments 

Installment  payment  of  taxes  is  a  relatively  new  device  to  en- 
courage tax  payments  and  which  has  doubtless  grown  out  of  the 
public  utility  practice  of  billing  monthly,  bi-monthly,  or  quarterly 
for  their  services.  Before  1930  the  statutes  in  twenty-seven  states 
provided  for  installment  payments,  in  some  instances  discretionary 
with  the  localities.  After  1930  fourteen  states  were  added,  making 
a  total  of  forty-one  which  now  permit  semi-annual  or  quarterly  pay- 
ments. There  is  no  doubt  that  the  installment  payment  is  of 
considerable  convenience  to  the  small  taxpayer  who  is  accustomed 
to  buying  automobiles,  pianos,  refrigerators,  and  even  clothes  and 
auto  licenses  on  that  basis.  To  the  large  corporation,  which  pre- 
sumably amortizes  its  taxes  month  by  month,  it  should  be  important 
only  to  the  extent  of  saving  interest.  But  in  any  event,  installment 
payment  has  evidently  become  an  accepted  part  of  tax  collection 
procedure  and  no  doubt  a  proper  one.  Even  the  "  die-hards  "  in 
political  office  no  longer  object  to  it,  and  on  the  grounds  of  expense 
they  question  only  the  frequency  with  which  installment  payments 
should  be  permitted. 

Tax  billing  is  an  expensive  process,  particularly  in  those  juris- 
dictions that  still  make  out  the  tax  rolls  by  hand  and  require  that 
tax  descriptions  and  extensions  be  entered  on  the  bills  by  the  same 
method,  and  that  the  extensions  be  made  in  detail  for  every  tax 
levied  instead  of  in  a  lump  sum  with  a  percentage  distribution  for 
the  several  levies  printed  on  the  bill. 

Fortunately,  modern  tax  records  are  gradually  displacing  hand- 
written ledgers  which  placed  levies  and  payments  under  little  or  no 
accounting  control  and  were  easily  subject  to  errors  or  fraud.  Also, 
after  the  current  payments  are  over,  remaining  charges  are,  in  more 
progressive  jurisdictions,  consolidated  on  a  single  ledger  sheet  or 
card  which  thus  contains  a  statement  of  all  unpaid  taxes  levied 
against  a  particular  piece  of  property  and  of  the  payments  made 
against  those  levies.  Mechanical  equipment  is  available  to  record 
and  to  give  accounting  control  of  tax  levies  and  of  payments  made, 
and  to  prepare  and  address  the  bills.  Insofar  as  frequent  and  ac- 
curate billing  is  concerned,  the  tax  officials  no  longer  have  any 
reason  to  be  "  tax  receivers  "  instead  of  tax  collectors — and  at  less 
cost  than  is  entailed  by  manual  methods. 
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As  a  substitute  for  installment  billing  and  payments,  some  juris- 
dictions have  experimented  with  official  savings  accounts.  Norfolk, 
Virginia,  reports  unusual  success  with  a  system  of  this  sort — possi- 
bly because  of  energetic  and  intelligent  administration.  Other 
communities  have  been  handicapped  by  legal  and  bookkeeping 
difficulties.  Detroit  circumvented  these  troubles  by  urging  taxpayers 
to  join  "  taxpayers'  savings  clubs  "  at  the  local  banks.  After  the 
first  flurry  the  plan  fell  into  disuse. 

Discounts 

In  connection  with  installment  payments,  the  correlative  question 
of  discounts  for  prompt  payment  is  inevitably  raised.  In  spite  of 
frequent  opposition  on  the  part  of  tax  authorities,  twenty  states 
make  provision  for  discounts  in  some  form,  frequently  limited  to 
local  levies  and  frequently  optional  with  the  local  taxing  districts. 
Fourteen  states  have  made  changes  in  the  discount  laws  since  1930, 
most  of  them  of  a  minor  nature.  There  has  been  no  general  re- 
course to  discounts  in  the  present  situation. 

Florida  presents  a  clear-cut  example  of  the  full  use  of  the  discount 
principle.  The  collection  of  the  taxes  for  both  the  state  and  local 
governments  begins  November  1  of  each  year  with  a  discount  of 
four  percent  if  paid  in  that  month,  three  percent  if  paid  in  Decem- 
ber, two  percent  if  paid  in  January,  or  one  percent  if  paid  in 
February.  The  taxes  may  be  paid  without  discount  in  March  and 
become  delinquent  the  first  IMonday  in  April. 

The  idea  of  discounts  is  generally  resisted  by  tax  administrators 
on  the  ground  that  taxes  are  an  obligation  to  the  state  and  should 
be  paid  in  full  without  bargaining.  The  objection  is  also  raised 
that  it  is  difficult  to  prepare  a  tax  budget  if  some  unknown  amount 
must  be  deducted  on  account  of  discounts  allowed.  Considering 
the  difficulties  that  localities  have  had  to  surmount  in  connection 
with  unknown  amounts  of  delinquent  taxes,  this  argument  does  not 
appear  pertinent.  But  with  the  more  business  like  practice  of  allow- 
ing not  only  thirty  days'  grace,  discounts  would  not  be  needed. 

Tax  Penalties 

What  should  be  the  penalty  for  tax  delinquency?  Here  the  legis- 
lator is  on  the  horns  of  dilemma.  The  penalty  must  be  sufficiently 
severe  to  stimulate  payment  when  due.  Yet,  if  the  penalty  is  too 
high,  the  property  owner  finds  it  increasingly  difficult  to  pay  delin- 
quent taxes  even  if  inclined  to  do  so.  Some  tax  authorities  are  of 
the  opinion  that  the  penalty  for  delinquency  should  be  on  a  sliding 
scale,  becoming  progressively  larger,  say  each  six  months,  until  the 
period  of  redemption  has  expired.  There  has  been  no  general 
acceptance  of  this  point  of  view  possibly  because  of  difficulties  in 
administration.      Certainly   the   penalty   should   be   larger   than   the 
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ordinary  rate  of  interest;  otherwise  a  taxpayer  will  find  it  more 
convenient  to  utilize  his  credit  with  his  government  than  with  his 
bank.  For  obvious  reasons  the  penalty  cannot  be  so  large  as  to 
constitute  outright  usury.  Probably  the  most  reasonable  scheme 
is  one  that  applies  a  flat  penalty  on  the  penalty  date — say  five  percent 
of  the  total — and  follows  with  a  reasonable  rate  of  interest — say 
one-half  percent  per  month — until  paid.  It  is  interesting  to  note, 
however,  that  in  the  past  three  years,  thirty-one  states  have  enacted 
legislation  reducing  the  penalty  rate. 

The  Tax  Sale 

It  is  also  the  consensus  of  tax  authorities  that  the  tax  sale  is  a 
greater  stimulus  to  the  payment  of  taxes  than  is  the  application 
of  penalties.  Unfortunately  the  enforcement  of  sales  is  often  a 
matter  of  local  determination  and  office-holders  find  it  politically 
inconvenient  to  use  this  method  of  enforcing  payment.  It  has  been 
suggested  that  this  obstacle  could  be  overcome  by  certifying  delin- 
quent taxes  to  the  state  authorities  and  requiring  that  these  officers 
conduct  the  sale  at  the  expiration  of  the  redemption  period.  Or  the 
statutes  might  provide  for  the  automatic  removal  of  a  local  official 
who  failed  to  enforce  tax  penalties. 

Lately  there  has  been  some  discussion  of  selective  tax  sales — i.e., 
the  authorities  would  select  property  for  sale,  the  owners  of  which 
might  be  in  a  position  to  pay  taxes  if  forced  to  do  so.  One  authority 
has  suggested  that  vacant  property  on  which  taxes  are  unpaid  be 
disposed  of  one  month  after  the  due  date;  income  producing 
property,  after  six  months;  and  private  residential  property  after 
one  year.  Such  a  system  might  invite  favoritism  and  contradicts 
the  theory  that  taxes  are  a  measure  of  ability  to  pay  on  the  part  of 
individuals. 

One  outstanding  difficulty  of  tax  sales  is  that  of  coordinating 
liens  arising  from  various  levies.  For  example,  tax  liens  may  be 
sold  on  account  of  city  taxes,  county  taxes  and  state  taxes,  each 
lien  being  sold  by  a  different  taxing  authority  and  to  a  different 
purchaser.  These  sales  may  be  followed  by  similar  sales  of  the 
delinquent  taxes  of  ensuing  years  until  such  a  tangle  exists  that 
no  purchaser  actually  knows  his  own  rights  or  feels  it  incumbent 
upon  himself  to  protect  those  rights  by  the  payment  of  new  levies 
as  they  are  imposed.  Some  states  do  provide  for  junior  and  senior 
liens  and  require  that  the  holder  of  the  senior  lien  shall  compensate 
the  holder  of  the  junior  lien  when  acquisition  of  the  property  is 
made.  Still  other  states  consolidate  all  liens  before  sale.  Too  many 
states  leave  the  matter  of  liens  as  a  legal  snarl  which  naturally 
prevents  the  effective  operation  of  the  professional  tax  title  buyer. 

On  this  account  it  is  fortunate  that  the  professional  tax  title 
buyer  is  more  concerned  with   clouding  the  title  than   in   actually 
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securing  possession  of  the  property.  The  title  buyer — unless  he  is 
one  of  the  "  sharp-shooters  "  that  hang  around  the  fringe  of  a  tax 
sale  looking  for  isolated  bargains,  is  in  search  of  a  short-term 
investment  from  which  he  will  get  his  money  back  with  accumulated 
penalties  and  interest. 

Today,  however,  the  professional  tax  title  buyer  has  generally 
retired  from  the  market  owing  to  curtailed  bank  credit  and  deflated 
realty  values.  In  many  states  the  selling  of  tax  liens  has  became 
a  farcial  process  in  which  the  delinquent  rolls  are  stamped  "  public 
bid,"  the  owner  continuing  in  possession  as  before.  And  the  taxing 
jurisdiction  has  neither  the  inclination  nor  sanctions  by  which  to 
acquire  ownership.  The  acquiring  of  actual  titles  and  the  eventual 
disposition  of  lands  abandoned  to  the  state  presents  problems  that 
have  been  generally  neglected  by  legislative  bodies. 

JVhat  Title  Is  Sold 

There  is  wide  variation  among  the  states  as  to  what  is  actually 
sold  to  the  tax  title  buyer,  whether  an  individual  or  the  government. 
The  most  common  procedure  is  to  sell  a  lien  against  the  entire 
property,  the  bid  being  on  the  rate  of  penalty  that  will  be  enforced 
against  the  delinquent  taxpayer.  Ordinarily  a  maximum  penalty  is 
fixed  in  the  law  and  this  is  the  rate  usually  bid.  Still  other  states 
go  through  the  farce  of  permitting  the  tax  title  buyer  to  bid  on 
the  smallest  portion  of  land  that  he  will  accept  in  event  the  lien  is 
not  removed  by  redemption.  It  is  said  that  there  are  jurisdictions 
where  a  smaller  part  than  the  whole  is  actually  bid  but  ordinarily 
the  bid  is  for  the  whole  parcel.  Rarely  an  actual  deed  is  transferred 
which  may  be  put  on  record  at  the  conclusion  of  the  redemption 
period. 

Period  Betzveen  Delinquency  and  Sale 

Fortunately  there  has  been  little  inclination  on  the  part  of  legis- 
latures to  extend  the  period  of  time  between  the  date  of  delinquency 
and  the  date  of  sale.  It  is  believed  that  in  every  jurisdiction  the 
sale  should  take  place  within  the  year  in  which  the  taxes  are  due. 
Such  practice  exists  in  twenty-seven  states.  In  fifteen  others  the 
period  is  from  one  to  two  years ;  in  four  others  the  period  is  over 
two  years.  However,  states  sometimes  provide,  as  in  Ohio,  that 
the  sale  shall  be  made  after  the  tax  delinquency  is  reported  to  local 
or  state  officials.  Inasmuch  as  the  delinquencies  are  not  always 
reported,  the  sales  do  not  always  take  place  as  provided  by  law. 

The  Redemption  Period 

The  redemption  period  is  being  rapidly  extended  by  state  legisla- 
tion. In  1930  thirty-six  states  provided  that  redemption  must  take 
place  within  two  years  or  less  of  sale.     In  1933  only  twenty-four 
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states  provided  so  short  a  redemption  period — meaning  that  twelve 
had  extended  the  period.  Today  twenty-four  states  allow  over  two 
years  for  redemption.  To  enforce  collection  it  may  be  assumed  that 
two  years  is  an  ample  period  during  which  the  taxpayer  may  be 
permitted  to  redeem  his  property  by  the  payment  of  the  delinquent 
taxes  plus  the  penalties  that  have  been  imposed. 

During  this  time  it  is  believed  that  these  payments  should  be 
made,  not  to  the  tax  title  buyer,  but  to  the  government  itself, 
which  will  in  turn  redeem  the  property  from  whomever  may  have 
a  lien  upon  it.  To  require  the  property  owner  to  deal  with  a  private 
individual  is  an  open  invitation  to  chicanery.  At  the  end  of  the 
redemption  period  the  tax  title  buyer  should  be  permitted  to  fore- 
close his  lien  and  acquire  actual  possession  of  the  property.  This 
is  probably  the  weakest  link  in  the  whole  chain  of  procedure  for 
the  enforcement  of  tax  payment.  There  are  few  jurisdictions  in 
which  the  enforcement  of  delinquent  tax  liens  is  not  so  circum- 
scribed by  statutory  and  judicial  law  that  the  acquisition  of  title 
is  difficult  and  sometimes  impossible. 

It  is  recognized  that  the  passing  of  title  is  sometimes  a  too  casual 
performance.  In  one  city  at  the  expiration  of  the  redemption  period, 
the  tax  title  buyer  has  only  to  apply  to  the  city  officers  for  a  title, 
which  he  may  put  on  record.  He  may  then  start  trespass  proceed- 
ings against  the  person  in  possession. 

There  is  strong  opinion  that  the  buyer  should  actually  proceed 
to  enforce  his  title  as  in  a  mortgage  foreclosure  proceeding.  This 
assures  all  parties  of  adequate  notice  and  gives  the  buyer  a  valid 
title.  The  principal  objection  is  the  expense  involved  which  in 
some  instances  would  be  greater  than  the  value  of  the  property. 

Other  authorities  suggest  that  the  proceeding  be  against  the 
land  rather  than  the  individual,  as  in  admiralty  law.  In  other 
words,  a  notice  would  be  posted  on  the  property  to  the  effect  that 
legal  proceedings  were  being  taken  to  secure  title  and  this  would 
be  a  notice  to  all  concerned  regardless  of  their  interest  in  the 
property. 

Massachusetts  makes  use  of  its  land  court,  the  jurisdiction  of 
which  is  limited  to  the  hearing  of  proceedings  in  tax  title  cases  and 
which  is  authorized  to  give  a  clear  title  to  property  concerned. 

One  interesting  feature  of  the  tax  title  situation  is  the  closing 
out  of  other  equities.  It  is  generally  understood  that  taxes  are  a 
prior  claim  and  that  a  passing  of  the  tax  title  liquidates  all  overlying 
claims  such  as  mortgages  and  other  liens.  This  in  itself  is  a 
stimulation  to  tax  payment  since  the  mortgagee  will  frequently  pay 
delinquent  taxes  in  order  to  avoid  losing  an  interest  in  the  property. 

But  what  of  special  assessments  that  may  still  be  due  against 
the  property?  In  all  jurisdictions  delinquent  taxes,  whether  they 
be    special    assessments    or    general    levies,    still    continue    as    liens 
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against  the  property  although  it  may  be  transferred  to  another 
owner.  This  does  very  well  in  situations  where  the  tax  claims  are 
not  sufficiently  large  to  wipe  out  the  value  of  the  property.  In 
"  boom  "  cities,  however,  vacant  lots  in  particular  are  so  encumbered 
with  special  assessments  that  tax  title  buyers  will  have  nothing 
to  do  with  them.  It  is  believed  that  the  situation  would  be  benefited 
were  these  obligations  placed  on  the  same  basis  as  mortgages  and 
were  eliminated  by  the  transfer  of  the  property. 

L'sc  of  Foreclosed  Property 

Every  jurisdiction  is  now  acquiring  a  large  amount  of  property 
upon  which  taxes  have  not  been  paid.  While  little  etfort  is  being 
made  to  acquire  title  in  fee,  sooner  or  later  the  governments  must 
proceed  to  do  so  in  order  that  the  property  may  be  restored  to  the 
tax  rolls.  Much  of  this  delinquent  property  is  in  the  nature  of 
abandoned  farm  or  timber  land  and  vacant  lots.  The  farm  and 
timber  land  can  of  course  be  put  into  a  public  domain  in  event  a 
buyer  is  not  found  for  it.  The  vacant  lots  present  a  different  and 
peculiar  problem.  ^Nlany  of  them  are  so  small  or  so-  remote  as  to 
be  useless  for  the  purpose  for  which  they  were  designed.  It  is 
believed  that  cities  must  eventually  be  authorized  to  set  up  a  land 
authority  which  will  be  empowered  to  deal  with  this  property  and 
to  trade  out  isolated  owners  so  that  the  public  may  eventually  come 
into  possession  of  large  tracts  which  may  be  used  for  park  or  other 
public  purposes,  developed  as  subsistence  homesteads,  or  sold  to 
private  owners  for  agricultural  purposes.  The  closest  example  of 
this  sort  of  authority  is  found  in  the  internal  improvement  fund 
trustees  of  the  state  of  Florida,  which  deals  extensively  in  rural 
property  which  has  reverted  to  the  state. 

Special  Remedies 

If  the  sale  of  tax  titles  is  breaking  down  as  a  remedy  for  the  non- 
payment of  taxes,  the  method  of  appointing  receivers  may  take  its 
place  as  a  less  drastic  but  more  effective  remedy.  Such  laws  are 
now  in  force  in  Ohio,  Illinois  and  New  Jersey.  They  provide  that 
in  event  the  local  authorities  find  that  an  income-producing  property 
is  listed  for  delinquent  taxes,  a  petition  for  receivership  may  be 
filed,  a  public  officer  named  as  receiver,  and  the  earnings  of  the 
property  be  devoted  to  operation,  maintenance,  and  the  liquidation 
of  delinquent  taxes.  The  mere  threat  of  such  receiverships  is 
ordinarily  sufficient  to  bring  offending  owners  of  apartment  houses 
and  hotels  into  line.  There  is  no  good  reason  why  this  method  of 
tax  collection  could  not  be  extended  even  to  private  homes,  the 
property  owners  being  required  to  pay  rent  to  the  local  government 
in  event  taxes  are  unpaid.  This  procedure  appears  to  be  a  simpler 
and  more  direct  method  of  collection  than  the  complicated  process 
of  selling  the  property  or  liens  thereon. 
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In  a  few  jurisdictions,  notably  in  New  England,  taxes  are  a 
personal  liability  and  may  be  collected  by  suit  against  the  delinquent 
taxpayer.  Thus,  any  property  may  be  taken  for  the  liquidation  of 
a  claim  against  a  single  parcel.  In  Massachusetts,  Maine,  and 
Connecticut,  a  person  may  be  jailed  for  non-payment  of  taxes — a 
penalty  occasionally  utilized. 

One  other  useful  expedient  is  that  of  amortizing  delinquent  taxes 
over  a  period  of  years.  In  1930  only  four  states  permitted  this 
method  of  liquidating  delinquent  taxes;  by  1933,  twenty-three  states 
did  so.  The  provisions  of  these  laws  are  variable  and  cannot  be 
summarized  here  except  to  say  that  they  ordinarily  provide  that 
unpaid  taxes  with  interest  and  penalties  prior  to  an  indicated  date 
may  be  paid  in  installments  over  anywhere  from  three  to  ten  years 
if  an  initial  payment  is  made  within  a  specified  period. 

The  Detroit  legislation  is  typical  of  this  expedient  and  has  been 
highly  successful.  By  charter  amendment  it  was  provided  that 
delinquent  taxes  might  be  paid  without  penalty  during  a  period  of 
approximately  three  months  after  which  they  could  be  paid  with 
penalty  and  interest  over  a  seven-year  period  in  installments  begin- 
ning at  5%  and  gradually  increasing  to  10%  a  year. 

Unhappily  for  the  success  of  future  tax  collections  a  number  of 
states  have  attempted  to  forgive  delinquent  taxes  in  whole  or  in 
part.  Several  states  have  considered  legislation  cancelling  one  year 
of  delinquent  taxes  for  each  current  year  paid.  Arkansas  went  one 
better  and  accepted  one  levy  as  payment  of  three  levies.  Other 
states  are  reported  to  be  contemplating  legislation  of  similar  purport. 
In  the  light  of  such  legislation  the  conscientious  taxpayer  is  faced 
with  peculiar  problems  of  ethics  and  of  politics — of  why  sacrifices 
should  be  made  to  maintain  the  services  of  government  for  the 
benefit  of  the  pauper  property  owner  and  the  wilful  tax  dodger,  and 
of  how  soon  legislative  officials  are  going  to  give  some  consideration 
to  the  property  owner  who  pays  taxes  instead  of  entirely  to  the  prop- 
erty owner  who  does  not. 

Conclusion 

From  the  foregoing  it  is  not  to  be  concluded  that  faulty  procedure 
is  entirely  responsible  for  the  non-payment  of  taxes.  On  the  con- 
trary, it  is  not.  Economic  conditions,  the  high  cost  of  local 
government,  and  the  persistent  reliance  upon  ad  valorem  taxation 
for  the  support  of  local  government  have  all  combined  to  reduce 
the  effectiveness  of  real  estate  taxation.  But  faulty  procedure  has 
retarded  collections,  has  enabled  the  tax  dodger  to  hide  behind  the 
poverty  of  his  neighbor,  and  has  prevented  governments  from  ac- 
quiring and  disposing  of  real  estate  abandoned  to  them. 

Forty-four  state  legislatures  meet  in  regular  session  in  1935  and 
probably  others  in  special  sessions  will  consider  important  revisions 
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oi  revenue  laws.     They  will  also  do  well  to  appraise  the  methods 
hr  which  those  proposed  revenues  are  to  be  collected. 

Chairman  Fred  R.  Kairchilu:  It  gives  me  special  pleasure  to 
introduce  the  next  speaker,  who  was  one  of  the  most  valuable 
members  of  the  staff  of  my  forest  taxation  inquiry,  upon  whom  we 
leaned  very  heavily  in  that  laborious  investigation.  He  is  also  the 
one  to  whom  we  are  most  indebted  for  the  first  report  of  this 
committee. 

Professor  Wager  is  professor  of  economics  at  the  University  of 
North  Carolina,  at  least  I  suppose  he  is  still  professor  at  the  Uni- 
versity of  North  Carolina.  The  public  demands  upon  his  time  have 
been  so  insistent  in  the  last  few  years,  that  I  am  afraid  that  the 
students  of  North  Carolina  must  have  only  a  fleeting  acquaintance 
with  him  by  now.  It  is  with  great  pleasure  that  I  call  upon  him 
to  discuss  the  important  question  of  Reversion  of  Delinquent  Lands, 
the  point  on  which  Mr.  Upson  was  just  touching — Mr.  Wager. 

THE  REVERSION  OF  TAX  DELINQUENT  LANDS 

PAUL  W.  WAGER 
University  of  North  Carolina 

Theoretically  taxes  levied  against  real  estate  should  be  collected 
100  percent  because  the  land  itself  stands  as  security.  While  the 
procedure  necessary  to  enforce  the  tax  lien  against  real  estate 
varies  somewhat  in  the  different  states,  the  final  recourse  in  all  of 
them  is  confiscation  of  the  property  itself.  A  few  states  require 
that  an  attempt  be  made  first  to  make  the  collection  from  personal 
property,  and  in  others  authority  is  given  to  seize  sufficient  of  the 
rental,  or  to  sell  enough  products  from  the  land  to  meet  the  tax. 
But  in  most  states  the  initial  action  is  against  the  land. 

The  Tax  Sale 

Twenty-one  states  provide  that  the  real  estate  shall  be  sold  to 
the  highest  bidder,  although  most  of  them  stipulate  that  only  enough 
of  the  property  to  cover  the  tax  shall  be  sold.  In  ten  states  the 
successful  bidder  is  the  one  offering  to  pay  the  total  amount  due 
for  the  least  quantity  of  land,  often  beginning  at  a  definite  corner. 
In  eight  states  the  successful  bidder  is  the  person  who  will  pay  the 
amount  due  at  the  lowest  rate  of  interest  should  the  owner  redeem. 
Six  states  merely  provide  that  the  purchaser  shall  be  the  one  who 
offers  the  amount  due. 

Those  sales  are  required  in  all  except  five  states,  and  may  be  held 
in  two  of  these.  In  forty-one  states  the  law  specifies  when  the 
sale  shall  be  held,  and  in  thirty-five  of  them  the  date  is  not  more 
than  a  vear  after  the  tax  becomes  delinquent.     When  property  may 
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be  seized  for  a  single  year's  delinquency,  it  seems  inconceivable,  at 
first  thought,  that  the  government  could  lose,  for  the  value  of  any 
forfeited  property  would  exceed  the  tax.  But  we  know  that  this 
is  far  from  the  case.  With  all  its  authority  the  government  is  not 
collecting  property  taxes  with  any  degree  of  completeness. 

As  a  matter  of  fact,  the  preliminary  sale,  despite  the  wording  of 
the  law,  is  not  a  sale  of  the  land.  It  is  rather  a  sale  of  the  tax  lien 
or  judgment,  which  may  later  be  foreclosed  or  ripen  into  a  deed, 
if  the  taxpayer  does  not  make  settlement. 

The  purchaser  at  a  tax  sale  receives  an  instrument  which  carries 
various  designations,  such  as  certificate  of  purchase,  certificate  of 
sale,  tax  sale  certificate,  tax  lieu  certificate,  certificate  of  deed,  and 
certificate  of  delinquency.  This  is  an  assignable  document  giving 
evidence  of  the  holder's  legal  interest  in  the  property.  This  prelim- 
inary sale  is  thus  a  device  by  which  the  government  may  receive 
its  money  promptly  even  though  the  property  owner  is  not  at  the 
time  in  a  position  to  pay.  Stated  differently,  it  is  an  arrangement 
by  means  of  which  to  substitute  private  for  public  credit.  Bidders 
at  tax  sales  have  always  considered  that  they  were  loaning  money, 
not  buying  land. 

It  would  appear  that  the  adoption  of  such  a  procedure  in  almost 
every  state  must  have  been  based  on  three  premises :  ( 1 )  that  gov- 
ernment needed  and  had  a  right  to  demand  its  revenue  within  the 
year  during  which  it  was  to  be  spent;  (2)  that  there  would  be  no 
difficulty  in  selling  the  tax  lieus  to  private  buyers,  because  of  the 
favorable  interest  rate  and  the  unusual  security;  and  (3)  that  the 
tax  would  represent  such  a  small  percentage  of  the  value  of  the 
property  that  an  owner  would  rarely  be  unable  to  redeem  from  the 
certificate.  And  this  seems  to  have  been  pretty  generally  the  case 
so  long  as  taxes  were  moderate  and  land  values  were  rising,  at 
least  where  the  sales  were  held  regularly  and  the  law  was  otherwise 
enforced.  But  in  the  last  few  years — beginning  well  before  the 
depression — political  units,  particularly  in  certain  areas,  have  ex- 
perienced increasing  difficulty  in  finding  private  buyers  for  their 
tax  liens. 

A  Dearth  of  Private  Bidders 

While  the  laws  of  most  states  recognize  the  possibility  of  there 
being  no  private  buyer  for  a  tax  lien  a  few  states  provide  no 
alternative  procedure  in  that  event,  and  in  many  others  the  laws  is 
extremely  vague. 

All  except  three  states  require  or  permit  tax  sales.  In  California 
and  Idaho  the  state  automatically  becomes  the  purchaser  of  the 
delinquent  taxes,  and  in  Utah  the  county  does.  Of  the  forty-five 
states  which  hold  tax  sales,  the  laws  in  fifteen  provide  that  in  the 
absence  of  private  buyers  the  land  shall  be  bid  in  by  or  forfeited 
to  the  state,  in  nineteen  others  that  it  may  or  shall  be  bid  in  by  the 
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county,  and  in  four  others  by  the  city  or  town.  In  South  Carolina 
it  is  bid  in  for  a  forfeited  land  commission.  In  six  states  there  is 
no  provision  for  public  acquisition  in  the  absence  of  private  bidders. 

Absence  of  private  buyers  can  hardly  be  due  to  a  lack  of  private 
capital  seeking  investment  or  to  the  development  of  a  sentiment 
which  opposes  the  taking  of  toll  from  a  distressed  taxpayer.  It  is 
due  in  some  cases  to  the  fact  that  the  collecting  procedure  is  so  lax 
and  irregular  that  a  buyer  does  not  know  ■  whether  or  not  he  is 
getting  a  valid  instrument.  He  may  find  that  he  has  bought  a  lien 
against  property  which  does  not  exist  or  upon  which  the  taxes 
have  already  been  paid.  But  the  main  reason  why  private  buyers 
are  not  appearing  is  because  they  fear  they  will  get  the  land  instead 
of  interest  on  their  money.  Some  counties  in  Oregon  and  other 
states  have  been  granted  legislative  permission  to  dispense  with  the 
tax  sale  because  it  has  been  found  that  only  the  cream  of  the 
certificates  will  be  bought  and  the  rest  left  in  the  county's  hands. 

When  tax  liens  fail  to  attract  a  private  buyer  and  have  to  be  bid 
in  or  forfeited  to  the  state,  county,  or  town,  the  owner  usually  has 
the  same  period  of  redemption  as  when  the  certificate  is  purchased 
privately.  Moreover,  there  is  generally  a  provision  in  the  law  which 
permits  the  government  to  sell  the  certificate  to  an  individual  any 
time  before  the  end  of  the  redemption  period,  for  an  amount  no  less 
than  the  accrued  taxes  and  penalties.  A  sale  of  the  certificate  thus 
constitutes  merely  an  assignment  of  such  rights  as  were  held  by 
the  state  and  does  not  interfere  with  the  right  of  redemption. 

Forfeiture  to  the  State  Often  Only  Nominal 

When  certificates  held  by  the  state  are  not  redeemed  before  the 
end  of  the  redemption  period  the  land  is  said  to  have  been  forfeited 
to  the  state  or  to  have  reverted  to  the  state.  This  does  not  mean 
necessarily  that  it  is  no  longer  possible  for  the  delinquent  taxpayer 
to  recover  his  property.  In  Michigan  the  state's  title  to  tax-reverted 
land  becomes  absolute  six  months  after  the  execution  of  the  deed, 
and  in  New  York  the  statute  of  limitations  terminates  the  period  for 
contesting  title  four  years  after  recording  of  the  deed.  These  appear 
to  be  the  only  states  in  which  the  state's  title  becomes  incontestable. 
There  are  numerous  states  where  it  appears  to  be  possible  for  the 
state  to  give  a  good  title  but  not  to  obtain  one  itself.  Thus,  private 
individuals,  acquiring  a  tax  deed,  either  through  foreclosure  sale 
or  the  ripening  of  a  certificate,  appear  to  have  a  good  title,  but  not 
so  the  state.  The  laws  are  extremely  vague  as  to  what  the  state 
shall  or  can  do,  and  reverted  lands  occupy  a  very  uncertain  status. 
They  lie  suspended  somewhere  between  private  and  public  owner- 
ship, the  former  ow^ner  having  ceased  to  pay  taxes,  but  the  state 
being  unable  to  obtain  title.  Quite  frequently  the  former  owner 
continues  to  occupy  the  land. 
24 
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I  was  told  ill  Louisiana  that  in  that  state  land  owners  would 
deliberately  let  their  land  go  delinquent  and  be  forfeited  to  the  state, 
then  if  some  3'ears  later  oil  or  other  mineral  wealth  was  discovered 
on  it  they  would  go  up  to  the  state  capitol,  pay  the  back  taxes,  or 
effect  such  compromise  as  the  law  might  permit,  and  recover  the 
land.  Land  in  this  status  cannot  be  considered  forfeited  land,  for 
the  state  cannot  put  it  to  any  profitable  use.  Some  states  require 
that  reverted  lands  be  held  until  the  expiration  of  the  redemption 
period,  then  offered  at  public  sale.  If  they  cannot  be  sold  for  enough 
to  cover  the  taxes  and  costs  which  have  accrued  they  may  have  to 
be  offered  a  second  or  third  time,  then  perhaps  finally  sold  to  the 
highest  bidder.  In  these  states  land  owners  have  sometimes  found 
it  profitable  to  let  their  property  go  delinquent,  then  purchase  it 
several  years  later  at  the  forfeited  land  sale  for  less  than  the  taxes 
would  have  been  in  the  intervening  years. 

The  legal  provisions  which  deny  the  state  the  opportunity  to 
take  title  but  compel  resale  at  any  price  obtainable  reflect  the 
philosophy  which  has  prevailed  in  this  country  that  every  acre  of 
land  regardless  of  its  character  should  be  kept  in  private  ownership, 
yet  it  would  appear  that  land  which  is  incapable  of  bearing  the 
taxes  legally  imposed  upon  it  does  not  belong  in  private  ownership. 
Some  persons  might  contend  that  there  would  be  no  forfeiture  of 
land  through  delinquency  unless  there  was  over-assessment,  which 
is  illegal  assessment.  This  may  be  true;  poor  land  is  often  over- 
assessed  in  that  it  is  assessed  for  more  than  its  capitalized  income 
after  taxes.  Some  land  would  have  to  be  assessed  at  zero  and  bear 
no  taxes.  But  should  not  land  ownership  be  a  self-sustaining  rather 
than  a  subsidized  privilege? 

The  great  volume  of  chronically  delinquent  land  in  some  areas  is 
evidence  that  the  relation  between  taxes  and  income,  present  and 
anticipated,  makes  private  ownership  impossible  or  unattractive. 
Except  where  owners  are  toying  with  a  lax  procedure,  the  only  land 
which  is  reverting  is  poor  land  or  land  in  a  wrong  use. 

As  might  be  expected,  it  is  in  the  cut-over  forest  areas  where 
chronic  tax  delinquency,  leading  to  reversion  to  public  ownership, 
is  most  widespread.  Cut-over  lands,  once  held  in  anticipation  of 
possible  agricultural  settlement,  have  been  allowed  to  go  delinquent 
as  the  possibility  of  sale  for  such  purposes  has  become  remote  and 
speculative  values  have  disappeared.  However,  a  none  too  favorable 
market  outlook  for  future  lumber  supplies  has  discouraged  the  hold- 
ing of  land  for  restocking. 

Extent  of  Reversion 

For  the  past  two  years  the  U.  S.  forest  service  has  been  attempt- 
ing to  determine  the  amount  and  status  of  the  land  which  has  been 
forfeited  through  delinquency  to  the  states  and  counties.  Lands  so 
forfeited  have  been  termed  "  the  new  public  domain."     Since  the 


REVERSION  OF  TAX  DELINQUENT  LANDS  371 

forest  service  study  has  been  particularly  concerned  with  the  extent 
to  which  forest  lands  are  being  forfeited  or  are  becoming  eligible- 
for  forfeiture,  it  has  confined  its  studies  to  the  three  forest  regions 
of  the  United  States — the  Lake  States,  the  South,  and  the  Douglas 
Fir  region  of  Oregon  and  Washington.  The  forest  service  has 
very  kindly  furnished  me  a  summary  of  its  findings  for  presentation 
here.  They  will  indicate  where  reversion  is  taking  place,  and  also 
what  a  different  meaning  the  term  has  in  different  states. 

Florida  has  the  largest  area  of  tax-reverted  lands,  both  in  actual 
acreage  and  in  percentage  of  total  area  of  any  state  in  the  Union. 
The  estimated  area  is  11,800,000  acres.  Part  of  the  explanation  is 
the  "  boom  "  of  1925-26  when  hundreds  of  thousands  of  acres  of 
worthless  land  in  south  Florida  were  sold  for  development  purposes 
on  the  outskirts  of  small  towns.  When  the  boom  collapsed  this  land 
became  tax  delinquent  and  title  has  now  passed  to  the  state.  Mr. 
R.  B.  Craig  of  the  southern  forest  experiment  station,  who  con- 
ducted the  study,  makes  this  observation : 

The  belief  generally  held  throughout  the  state  is  that  a 
Florida  tax  deed  is  a  worthless  piece  of  paper.  A  law  permit- 
ting the  compromising  and  adjustment  of  a  tax  lien  on 
property  .  .  .  makes  it  possible  for  any  person  having  an 
interest  in  the  land  to  redeem  the  property  for  as  little  as  25 
cents  or,  in  at  least  one  case,  10  cents  on  the  dollar  of  taxes  and 
interest  due.  This  makes  it  convenient  and  profitable  for  a 
taxpayer  to  allow  his  property  to  go  delinquent.  He  can  feel 
quite  confident  that  he  can  invalidate  a  tax  deed  held  by 
another  on  his  property,  and  regain  title  at  a  sum  in  many 
cases  of  not  more  than  one  year's  taxes. 

It  is  very  clear  that  reversion  in  Florida  does  not  mean  that  the 
state  has  absolute  and  irrevocable  title.  To  the  contrary,  the  land 
is  in  a  most  uncertain  status.  Georgia  has  no  tax-reverted  lands, 
says  Mr.  Craig: 

because  the  constitution  provides  that  a  county  may  hold,  main- 
tain, and  use  land  only  for  the  following  purposes : — seat  of 
government,  penal  institutions  and  convict  camps,  alms  houses, 
county  schools,  and  highways,  and  for  no  other  purposes  what- 
soever. Consequently,  when  a  county  does  obtain  tax  title  to 
delinquent  land  it  must  get  rid  of  it  at  any  price  obtainable. 

Alabama  has  very  little  forfeited  land,  partly  because  of  the 
relatively  low  tax  on  rural  lands,  and  partly  because  it  may  and 
apparently  does  dispose  of  lands  forfeited  to  it  at  public  or  private 
sale  at  the  best  price  obtainable.  Moreover,  the  redemption  period 
lasts  until  title  passes  from  the  state. 

There  has  been  much  delinquency  in  Arkansas  because  of  high 
drainage  taxes  in  the  delta  and  very  low  income  in  the  Ozarks,  the 
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two    regions    where    delinquency    is    heaviest.      But    R.    E.    Smith, 
assistant  attorney  general  of  the  state,  says : 

The  state  of  Arkansas,  while  the  theoretical  owner  of  over 
2,000,000  acres  of  land,  actually  holds  a  complete  and  perfect 
title  to  not  a  single  acre.  There  is  not  a  single  tax  title  in 
the  state  which  cannot  be  set  aside  for  any  one  of  27  different 
reasons. 

In  Louisiana  the  estimated  area  adjudicated  to  the  state  for  delin- 
quent taxes  is  1,275,000  acres.  Such  property  may  be  offered  at 
public  sale  upon  application  of  any  person  making  a  $15  deposit, 
the  minimum  price  being  the  assessed  value.     Mr.  Craig  says : 

Most  lumber  companies  have  reached  the  conclusion  that  the 
taxes  on  their  holdings,  capitalized  over  the  necessary  period  of 
waiting  will  require  a  veritable  El  Dorado  to  write  off  their 
investment  and  show  even  a  minimum  profit.  Many  corpora- 
tions are  considering  the  possibility  of  erecting  a  holding 
company  to  which  they  will  sell  their  mineral  rights  and  then 
allow  the  surface  to  revert  to  the  state. 

Mississippi  is  reported  to  have  1,250,000  acres  of  tax-reverted 
land,  but  it  is  ahvays  subject  to  redemption  so  long  as  title  remains 
in  the  state. 

The  reverted  area  in  Oklahoma  already  totals  about  600,000  acres. 
The  looseness  of  the  law  is  perhaps  a  contributing  factor,  for  when 
title  passes  to  the  county  the  land  becomes  subject  to  sale  at  any 
price  that  can  be  obtained  for  it,  and  the  delinquent  landowner  can 
often  buy  it  back  for  less  than  the  accrued  taxes. 

There  is  no  new  public  domain  as  such  in  Texas,  for  the  state  does 
not  enter  into  possession  of  delinquent  lands.  After  a  two-year 
exemption  period  has  elapsed  the  sheriff  is  required  to  sell  the  land 
at  public  outcry  to  the  highest  bidder  for  cash. 

The  forest  service,  in  its  report,  says : 

It  is  doubtful  if  any  land  in  the  South  has  been  forfeited  on 
account  of  the  nonpayment  of  taxes  to  such  an  extent  that 
private  owners  no  longer  have  an  equity  in  the  property. 

In  the  Lake  States  and  the  Pacific  Northwest,  however,  the  state 
gets  a  better  title  and  reversion  in  these  areas  is  actual. 

In  Oregon  the  county  can  foreclose  a  certificate  and  acquire  a  tax 
deed  after  the  expiration  of  three  years  from  the  date  of  delinquency. 
The  forest  service  reports  333,000  acres  already  acquired  and 
2,268,000  acres  more  at  least  three  years  delinquent  and  thus  eligible 
for  foreclosure. 

In  Washington  the  county  can  foreclose  after  five  years,  and  the 
forest  service  reports  145,000  acres  foreclosed  and  355,000  acres 
more  at  least  five  years  delinquent  and  thus  eligible  for  foreclosure. 
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Thus  there  are  over  three  million  acres  in  these  two  states  which 
have  been  forfeited  to  the  counties  or  are  legally  subject  to 
forfeiture. 

According-  to  a  Minnesota  law  of  1927,  land  which  is  bid  in  for 
the  state  at  tax  sale  becomes  the  absolute  property  of  the  state  at 
the  expiration  of  five  years.  Had  not  the  date  at  which  this  law 
was  to  take  effect  been  postponed,  the  state  would  have  come  into 
possession  of  about  4,000,000  acres  in  1933  and  a  million  acres 
more  each  succeeding  year. 

In  Wisconsin  the  county  may  convert  a  certificate  into  a  deed 
after  three  years.  The  report  of  the  Wisconsin  committee  on  land 
use  and  forestry  reports  that  in  1928  17  northern  counties  owned 
1,900,000  acres  of  land  obtained  in  this  way. 

As  already  explained,  Michigan  is  one  of  tlie  states  which  can 
secure  an  absolute  title  to  delinquent  lands.  It  has  already  acquired 
title  to  some  two  million  acres,  much  of  which  is  being  administered 
by  the  state  department  of  conservation  as  state  forests,  state  game 
refuges,  or  state  parks. 

Private  Ownership  of  Poor  Lands  No  Longer  Attractive 

These  illustrations  show  that  in  the  poor  land  areas,  tax  delin- 
quency has  been  creative  of  a  virtual  upheaval  in  private  land 
ownership.  Large  areas  of  land  have  been  thrown  into  the  unwill- 
ing hands  of  taxing  units,  while  millions  of  acres  more  remain 
suspended  precariously  between  private  and  public  ownership.  In 
few  cases  are  the  recipient  units  of  government  equipped  or 
permitted  to  administer  this  land  and  to  get  it  headed  into  its 
proper  use. 

Local  units  of  government  have  l^een  eager  to  restore  this  land 
to  private  ownership  and  to  the  local  tax  base  as  quickly  as  possible, 
with  the  faint  hope  that  the  next  owner  will  be  able  to  continue  to 
pay  the  taxes.  This  is  a  false  hope  and  should  be  so  recognized. 
Not  only  is  it  cruel  to  the  "  sucker  "  who  buys  submarginal  land, 
but  it  simply  perpetuates  a  fictitious  tax  base  and  through  subsidiza- 
tion by  the  rest  of  the  state  keeps  alive  small  political  units  that 
ought  to  be  disorganized. 

This  vast,  scattered  and  nebulous  public  domain  is  under  the 
control  of  hundreds,  or  perhaps  thousands,  of  political  jurisdictions, 
in  all  shades  of  ownership.  Except  in  a  few  states  there  is  no  plan 
of  present  administration  and  conservation  or  of  future  use. 

The  time  has  come  to  distinguish  between  different  types  and 
degrees  of  delinquency.  It  is  not  easy  in  a  period  of  depression 
to  distinguish  between  that  delinquency  which  is  due  to  real  distress 
and  that  which  is  a  product  of  a  faulty  collecting  procedure.  How- 
ever, the  time  has  come  in  the  case  of  long-time  delinquency,  to 
distinguish  between  that  which  represents  a  renunciation  of  the 
responsibilities  of  private  ownership  and  that  which  is  involuntary. 
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Every  reasonable  consideration  should  be  given  to  owners  of  farms 
and  homes  who,  because  of  shrunken  incomes,  have  been  unable  to 
pay  their  taxes  for  two  or  more  years.  Reasonable  terms  of 
amortizing-  back  taxes  should  likewise  be  granted  to  owners  of 
speculative  properties  who  are  now  prepared  to  resume  payment 
of  the  current  taxes;  but  it  is  doubtful  if  any  further  extension  to 
such  owners  should  be  granted.  Private  ownership  is  not  a  right 
whose  benefits  should  be  enjoyed  when  times  are  good  and  whose 
burden  may  be  sidestepped  when  times  are  bad.  Land  that  will  not 
sustain  private  ownership  in  fat  years  and  lean  should  not  be 
impeded  in  its  return  to  the  public  domain. 

The  evidence  that  most  of  the  land  which  is  four  or  five  years 
delinquent  is  land  which  has  ceased  to  be  attractive  to  private 
owners  should  serve  to  remove  any  objections  to  the  acceptance 
of  this  land  for  public  administration.  It  should  also  serve  to 
emphasize  the  need  for  improved  machinery  for  transferring  it  to 
public  ownership,  and  for  giving  the  state  a  clear  and  irrevocable 
title.  Having  once  acquired  title  the  state  should  be  under  no 
compulsion  to  offer  the  land  for  sale,  but  rather  free  to  sell,  lease, 
exchange,  or  buy  additional  land  as  is  desirable  to  block  up  its 
holdings  and  convert  the  land  to  its  proper  use. 

Here  again  Michigan  has  set  the  example.  Land  which  has  been 
delinquent  for  five  years  and  has  been  bid  to  the  state  one  or  more 
times,  and  which  is  abandoned  with  no  suit  pending  to  set  aside  the 
taxes,  is  eligible  for  title.  After  certification  by  the  auditor  general 
that  the  land  meets  these  conditions,  it  is  deeded  to  the  director  of 
conservation.  The  department  of  conservation  has  nearly  complete 
jurisdiction  over  the  land  which  is  deeded  to  it.  Lands  acquired 
in  areas  which  are  especially  adapted  to  forests,  game  preserves, 
state  parks,  or  recreational  sites,  are  retained  by  the  department  of 
conservation  and  dedicated  to  one  of  these  uses.  On  such  reserved 
land  the  state  pays  to  the  county  the  sum  of  twenty-five  cents  an 
acre,  presumably  in  extinguishment  of  tax  liens,  and  an  annual  tax 
of  ten  cents  an  acre  from  the  game  protection  fund  of  the  department 
of  conservation.  These  payments  are  shared  by  local  government 
units  and  constitute  in  reality  a  species  of  state  aid.  On  June  30, 
1932,  the  state  had  acquired  2,032,646  acres  through  tax  delinquency, 
and  of  this  area  697,661  acres  had  been  dedicated  to  non-agricultural 
uses.  Lands  not  dedicated  to  specific  use  are  subject  to  homestead- 
ing,  sale  or  exchange  at  the  discretion  of  the  department,  though 
not  until  after  it  has  been  examined  and  classified.  While  the  state 
stands  ready  to  sell  unreserved  land,  if  not  adjacent  to  lakes  and 
streams,  at  an  appraised  price,  it  reserves  all  mineral  rights  to 
prevent  purchase  for  private  exploitation.  It  is  the  policy  of  the 
department  to  exchange  scattered  tracts  for  land  still  privately 
owned  within  the  areas  being  ''  blocked  up  "'  for  forest,  game, 
recreation,  or  similar  use. 
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Conclusion 

A  prompt  and  vigorous  collecting  practice,  leading  in  the  case  of 
delinquency  to  a  clear  title  by  the  purchase  of  the  lien,  is  the  first 
essential  to  the  enforcement  of  the  property  tax.  The  second 
essential  is  a  channel  by  which  land  no  longer  attractive  to  private 
ownership  can  find  its  way  back  to  the  public  domain.  The  third 
essential  is  that  land  which  has  once  reverted  be  examined  as  to 
its  potentialities  and,  if  not  suitable  for  private  use,  be  dedicated 
to  that  public  use  which  best  conforms  to  a  long-time  land  use  pro- 
gram. The  new  "  delinquency  domain "  furnishes  the  strongest 
possible  evidence  that  the  formulation  of  a  national  land  policy  has 
been  too  long  delayed. 

Chairman  Fred  R.  Fairchild:  The  president  of  the  association 
has  an  announcement  to  make. 

President  A.  E.  Holcomb:  May  I  interject  a  matter  of 
machinery.  In  order  to  keep  this  association  going,  we  ought  to 
have  a  meeting  of  the  executive  committee.  We  shall  try  to  hold 
this  meeting  immediately  after  the  adjournment.  There  are  Mr. 
Long,  Mr.  Edmonds,  Mr.  Clarence  Smith,  Mr.  Martin,  Mr. 
Richards,  j\Ir.  Edwards,  Mr.  Hammond  of  Utah,  and  Mr.  Leahy  of 
Rhode  Island.     I  should  like  to  ask  them  to  remember  that  meeting. 

Franklin  S.  Edmonds  (Pennsylvania)  :  After  the  morning  ses- 
sion or  after  the  adjournment  tonight? 

President  A.  E.  Holcomb  :    Right  after  this  session. 

Chairman  Fred  R.  Fairchild  :  This  subject  of  tax  delinquency 
is  now  open  for  general  discussion  under  the  seven-minute  rule.  I 
think  there  will  be  many  of  you  who  will  want  to  speak,  and  if 
some  of  you  can  curb  your  flow  of  eloquence  to  less  than  seven 
minutes,  I  think  it  will  be  appreciated  by  other  would-be  speakers. 
I  am  going  to  take  the  liberty  of  asking  Mr.  Henry  Powell  of  New 
York  to  open  the  discussion.  He  is  one  member  of  the  committee 
who  has  not  yet  been  heard. 

Henry  M.  Powell  (New  York)  :  ]\Ir.  Chairman,  and  Ladies 
and  Gentlemen,  very  briefly  I  should  like  to  call  to  the  attention  of 
the  members  of  the  association  two  features  of  the  work  of  our 
committee  that  we  have  noticed  and  that  you  probably  have  ob- 
served. One  of  them  has  to  do  with  the  entire  system  of  collecting 
taxes,  and  particularly  the  system  of  collecting  delinquent  taxes. 
The  other  has  to  do  with  the  experience  that  has  been  brought  out 
with  our  system  of  collecting  delinquent  taxes  during  the  period 
of  the  last  few  j'ears,  while  we  have  had  this  financial  depression. 

The  first  feature  that  you  have  observed  and  that  we  have 
observed,  and  as  to  which  there  is  no  doubt   in   our  minds,  I  am 
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sure,  is  that  our  entire  system  of  collecting  delinquent  taxes  is  out 
of  date,  and  it  is  out  of  date  for  this  very  reason :  the  states  and 
local  governments  still  possess  the  system  of  collecting  taxes  which 
they  started  with  way  back  in  the  seventeenth  century,  when  the 
period  of  economic  development  was  evidenced  by  the  ox-cart  and 
the  horse  and  buggy.  Now  we  are  in  an  entirely  different  economic 
condition  than  they  were  in  those  days,  but  we  still  hold  on  to 
those  very  primitive  methods  of  collecting  taxes. 

About  two  years  ago,  at  our  conference  at  Columbus,  with  the 
cooperation  of  Professor  Fairchild  and  our  committee,  we  prepared 
a  series  of  charts  to  show  the  system  of  collecting  delinquent  taxes 
in  the  forty-eight  states  of  the  Union.  It  is  surprising  that  we  still 
retain  the  methods  of  collecting  taxes  that  we  started  with  in  1664, 
or  earlier.  Why,  in  the  state  of  New  York,  of  which  I  am  a  humble 
citizen,  only  this  year  we  passed  an  amendment  to  our  tax  law, 
Chapter  610,  amending  Section  82  of  the  tax  law,  by  making  per- 
missive, instead  of  compulsory,  provision  for  the  tax  collector 
calling  on  every  person  who  has  taxes  unpaid,  relative  to  inquiry 
as  to  personal  property  on  which  levies  may  be  made.  In  other 
words,  heretofore  the  tax  collector  was  compelled  to  levy  on 
personal  property  in  case  he  did  not  collect  the  unpaid  taxes.  Of 
course,  this  whole  problem  of  delinquent  taxes  has  to  do  with  real 
estate  taxes. 

Now,  in  1934,  after  some  three  hundred  years  of  history  in  the 
state  of  New  York,  we  make  this  necessary  amendment  to  a  mode 
of  tax  collection  entirely  out  of  date.  You  must  remember  that  in 
the  seventeenth  century  the  owners  of  property  throughout  the 
states  or  colonies  that  occupied  the  Atlantic  Coast  were  principally 
farmers,  and  that  personal  property  consisting  of  cattle  and  farming 
implements  formed  a  large  part  of  their  property.  Now,  with  the 
automobile  and  radio  and  telegraph  and  telephone  we  have  gotten 
entirely  away  from  this  ancient  method  of  tax  collection  and  there 
is  no  doubt  that  such  antiquated  procedure  should  be  reformed 
throughout  the  forty-eight  states. 

There  is  another  feature  that  Mr.  Upson  called  attention  to, 
which  was  brought  out  by  our  experience  in  these  last  three  years 
of  depression  (I  don't  think  our  committee  is  yet  able  to  make  any 
ruling  or  suggestion  or  conclusion  as  to  what  should  be  done)  and 
that  is  whether  in  these  times  of  stress  we  should  let  down  the  bars 
and  make  the  penalties  lower,  or  whether  we  should  raise  the  bars 
and  make  the  rates  of  interest  and  penalties  higher.  I  am  inclined 
to  agree  with  Mr.  Upson's  suggestion  that  a  rate  of  interest  which 
is  a  little  above  the  legal  rate  of  interest,  in  the  particular  state, 
would  have  the  most  salutary  and  important  effect ;  but,  as  Professor 
Fairchild  said,  the  work  of  our  committee  has  been  limited  because 
we  had  not  been  able  to  make  a  sufficient  examination  of  the  facts 
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in  the  forty-eight  states  of  the  Union  to  tell  yoii  wliat  have  heen  the 
best  results  in  these  various  states.  Even  in  our  own  great  state 
of  New  York,  where,  in  the  city  of  New  York,  we  have  an  assess- 
ment roll  of  approximately  $17,000,000,000  of  real  estate,  there  have 
been  laws  enacted,  either  this  year  or  last  year,  in  the  city  of  New 
York,  whereby  the  penalty  has  been  raised  from  seven  percent  to 
ten  percent.  At  the  same  time  there  was  a  bill  passed  whereby 
the  different  communities  could,  if  they  pleaded,  through  their 
boards  of  supervisors,  make  an  adjustment  of  the  taxes  at  the  legal 
rate  of  interest,  viz. :  six  percent.  Now,  here  you  have  these  con- 
flicting views.  In  some  communities,  they  reduce  the  delinquency 
and  in  others  they  raise  it.  We  are  not  yet  prepared  to  tell  you 
what  is  the  best  remedy,  but  I  think  Mr.  Upson's  suggestion  was 
the  best.  I  mention  these  two  important  features  in  our  tax  collec- 
tion procedure  that  require  study  and  reform :  the  first  is,  there  is 
no  doubt  our  system  of  collecting  delinquent  taxes  in  the  different 
states  is  out  of  date,  and  the  second,  which  deals  with  penalties  in 
collecting  realty  taxes  in  times  of  stress  and  depression,  can  only  be 
determined  by  a  careful  analysis  of  the  results  in  the  various  states. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  would  like  to  ask 
several  questions  and  then  make  an  observation.  The  first  point  is 
textual.  The  gentleman  from  the  census  bureau  said  that  in  Massa- 
chusetts they  have  avoided  that  term  "  delinquent."  I  hope,  myself, 
eventually  in  tax  legislation  there  may  be  a  better  term  than 
"  delinquent  "  found.  "  Delinquent  "  in  welfare  work  and  in  law 
implies  a  certain  amount  of  moral  ubiquity. 

I  would  like  to  ask  this  question :  as  to  whether  there  has  been 
any  state  where  a  small  reduction  in  the  tax  rate  is  immediately 
felt  by  an  increase  in  the  percentage  of  tax  collections  ?  We  had 
such  a  small  reduction  in  Philadelphia  this  year,  of  seven  cents,  and 
the  effect  of  that  reduction  seems  to  have  been  to  increase  the 
percentage  of  our  collections.  If  that  has  been  the  experience  of 
other  communities,  it  may  point  out  a  method  of  solution. 

The  next  question  I  ask  with  a  great  deal  of  deference,  but  I 
am  a  commoner  in  this  field  and  I  want  information :  are  there 
any  of  the  experts  who  feel  that  the  peak  of  tax  delinquency  has 
been  reached?  I  recognize  that  that  takes  us  into  the  field  of 
prophecy,  but  if  anyone  is  ready  to  hazard  an  opinion  on  that 
question,  it  will  be  appreciated  by  myself. 

I  am  interested  in  Mr.  Upson's  excellent  discussion  as  to  how 
this  whole  thing  came  about.  I  have  my  own  private  opinion  on 
that  subject.  My  own  feeling  is  that  so  long  as  the  local  government 
carried  merely  highways  and  police  and  fire  protection  and  the 
elementary  public  schools,  the  real  estate  tax  was  sufficient,  but, 
the  moment  the  improvement  of  local  communities  came  about — 
luxuries,   amusement   parks   and    particularly   the   great    movement 
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toward  high  school  education — it  became  more  than  local  realty 
could  carry.  I  do  not  resent  at  all  that  movement  for  high  school 
education.  It  comes  to  me  with  a  certain  sense  of  pride.  In  Great 
Britain  they  say  that  only  ten  percent  of  those  who  finish  the 
elementary  schools  will  go  into  the  high  schools,  whereas  we  know 
in  the  United  States  we  have  sixty  percent  or  more  of  those  of 
high  school  age  w-ho  are  in  the  high  schools.  I  welcome  that  situa- 
tion; I  regard  it  as  a  subject  of  pride  for  the  country;  but,  it  raises 
the  question  as  to  whether  or  not  it  is  possible  to  continue  that 
education  on  the  basis  of  a  realty  tax  alone. 

One  of  the  things  that  has  been  quite  clear  with  the  growth  of 
good  roads  and  the  automobile  is  that  it  has  become  very  much 
easier  for  people  to  live  at  a  distance  from  their  work,  and  if  one 
area  becomes  too  highly  taxed,  they  relinquish  the  land  and  go 
to  a  low-taxed  area.  I  come  into  figures  on  the  fact  that  my  father 
laid  it  down  as  a  rule  that  he  wanted  to  live  within  three  miles  of 
his  work.  Today  one  of  his  sons  is  living  twenty  miles  from  his 
work,  and  could  live  farther  away  without  hampering  his  work. 
Now,  that  extension  of  the  area  of  urban  influence  has  affected 
taxes  tremendously. 

I  also  noticed  these  gentlemen  said  that  the  total  delinquency  is 
$900,000,000.  That  is  a  very  large  sum.  Under  the  Graves- 
Edmonds  plan,  if  you  accept  merely  the  cigarette  and  the  sales  tax 
alone,  there  would  be  $900,000,000  of  additional  revenue  for  the 
states,  to  get  which  they  would  have  to  give  up  about  $200,000,000 
of  revenue  at  the  present  time. 

Frankly,  it  is  my  feeling  that  realty  cannot  stand  the  burden  of 
added  civilization  at  the  present  time.  Some  alternative  must  be 
developed,  and  I  hope  very  much  that  out  of  the  sympathetic  and 
the  expert  opinion  of  this  conference,  some  alternative  may  be 
developed,  if  not  the  alternative  that  has  been  suggested,  something 
better,  because  something  must  be  devised  that  will  enable  our 
civilization  to  expand,  and  yet  at  the  same  time  to  have  the  bill 
paid  by  some  other  method  than  by  realty  taxes. 

Richard  Olney  (Massachusetts)  :  Mr.  Chairman  and  Delegates 
to  this  national  tax  conference,  I  am  one  of  the  great  army,  not 
of  the  unemployed,  but,  of  tax  delinquents.  I  was  very  much 
interested  in  what  Mr.  Upson  had  to  say,  but  I  am  obliged  to  take 
exception  to  some  of  his  remarks.  It  was  a  very  able  address,  and 
I  wish  we  might  have  listened  half  an  hour  to  his  able,  constructive 
ideas. 

I  believe  that  the  man  who  is  able  to  pay  his  taxes,  and  who  is 
able  to  go  to  the  tax  collector  and  give  his  check  on  the  day  his 
taxes  are  due,  or  before,  should  not  be  given  any  discount  because 
he  is  able  to  pay  taxes.  I  have  two  pieces  of  property  in  the 
country  and  in  the  town  of  Wood's  Hole,  mortgaged  for  $19,000, 
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and  a  house  in  Boston  on  Fairfield  street,  mortgaged  for  $15,000, 
which  I  offered  to  give  away  the  other  day  for  the  amount  of  the 
mortgage  and  this  year's  taxes,  and  there  were  no  takers. 

Now,  I  am  in  this  position :  before  I  pay  my  taxes  I  have  to 
provide  for  and  clothe  my  family,  and  I  generally  let  taxes  go  to 
the  bitter  end.  I  believe  I  am  a  fairly  conservative,  sane  citizen, 
but  the  penalties  exacted  today  from  citizens  who  cannot  pay  their 
taxes  on  time  seem  to  me  to  be  exorbitant;  and  it  is  apt  to  turn 
a  citizen  like  myself  into  rather  a  bitter  radical.  We  are  penalized, 
or,  I  may  say,  persecuted  from  October  15  to  January  15,  with  a 
penalty  of  six  percent  interest  on  our  taxes,  and  from  January  15 
on,  until  we  have  paid  the  taxes— and  I  am  generally  considerably 
late  in  paying  my  taxes  finally— of  eight  percent.  That  means  that 
in  the  course  of  four  or  five  or  six  years,  if  I  let  these  taxes 
accumulate  year  by  year,  I  will  be  paying  to  the  city  or  town  in 
which  I  am  residing,  as  much  as  forty  or  fifty  percent  in  delayed 
taxes. 

I  think  most  of  us  home  owners  want  to  save  our  homes,  in  spite 
of  the  fact  that  my  Boston  property  is  not  worth  as  much  as  the 
mortgage.  There  are  certain  affiliations  there  that  bring  to  me 
memories  and  recollections,  and  I  want  to  save  my  home.  I  do  not 
let  my  taxes  go  two  years.  I  think  for  a  citizen,  man  or  woman, 
who  is  attempting  to  save  his  or  her  home,  and  intends  to  pay  his 
or  her  taxes,  there  ought  to  be  a  rate  not  exceeding  four  percent 
on  delinquent  taxpayers  from  the  time  taxes  are  due  until  they  are 
paid.     Don't  discourage  us,  don't  persecute  us. 

Mr.  Upson  spoke  of  paying  on  the  installment  plan.  I  owed 
the  city  of  Boston  at  one  time  $620  of  taxes,  and  I  sent  the  paltry 
sum  of  $10.  It  was  not  much,  but  I  wanted  to  show  my  good 
intentions,  that  I  intended  to  pay  my  taxes,  and  to  stop  any  summons 
or  advertisements  advertising  my  house  for  sale  for  nonpayment  of 
taxes. 

I  am  not  a  member  of  this  tax  association  but  I  wish  some  mem- 
ber of  the  association  would  introduce  a  resolution  carrying  into 
effect  what  I  have  tried  to  tell  you,  because,  really,  gentlemen,  I 
think  that  most  of  us  home  owners  want  to  retain  our  homes,  and 
if  you  will  give  us  some  encouragement  and  reduce  the  tax  penalty 
to  four  or  five  percent,  I  think  you  would  accomplish  something. 
We  know  in  the  city  of  Boston  that  money  has  been  borrowed 
within  a  few  months  at  the  rate  of  1.397o,  and  of  course  they  are 
making  money  on  us  poor  fellows;  and  they  are  making  money  in 
the  case  of  tax  delinquents,  those  of  us  who  cannot  pay  our  taxes 
on  time,  but  who  eventually  intend  to  save  our  homes. 

May  I  speak  out  of  order,  Mr.  Chairman,  in  one  matter?  When 
I  was  in  congress,  Nick  Longworth  called  me  one  of  the  best 
republicans    in    the   house — I   was   a   democrat   though — and   when 


380  NATIONAL  TAX  ASSOCIATION 

that  wonderful  sales  tax  proposition  came  up,  I  was  one  of  few 
democrats  and  many  republicans,  who  voted  for  that  splendid 
measure ;  and  I  wish  a  federal  sales  tax  was  on  the  statute  books 
today.  It  is  the  most  beautifully  collected  tax  possible,  an  indirect 
tax  that  would  be  paid  by  only  those  who  could  best  bear  the 
burden. 

William  H.  King  (New  York)  :  I  have  for  the  last  fifteen 
years  been  in  charge  of  the  tax  litigation  for  the  city  of  New  York, 
from  which  position  I  have  just  retired,  intending  to  go  into  general 
practise.  I  am  much  interested  in  the  subject  of  delinquency.  We 
made  a  study  of  the  situation  in  New  York  City,  and  of  course  the 
situation  in  New  York  will  differ  from  other  cities  and  farm  lands. 
Every  district  has  its  own  particular  problem.  In  New  York  we 
have  found  that  tax  delinquenc}^  is  remarkably  small,  despite  appre- 
hensions to  the  contrary ;  and  the  reason  for  that  I  think  is  the  fact, 
as  indicated  by  ]\Ir.  Upson,  that  the  dates  are  certain  and  the 
penalties  sure,  which  are  followed  by  a  sale,  which  makes  a  transfer 
by  tax  lien  like  a  mortgage;  and  good  title  can  be  assured  on  tax 
sale.  We  had  there  a  penalty  of  seven  percent  for  a  short  time. 
For  a  time  they  permitted  taxpayers  to  pay  at  six  percent,  with  the 
certainty  that  they  would  pay  ten  percent  if  the  taxes  were  not 
paid  by  the  date  stated.  A  great  deal  of  taxes  was  paid  during 
that  time.  Since  the  ten  percent  rate,  the  payments  have  been  even 
greater.  The  actual  figures  in  New  York  City  show  that  at  the 
end  of  a  current  year,  all  but  about  twenty-six  percent  of  taxes  are 
paid,  on  real  property.  At  the  end  of  three  years  they  drop  to  only 
ten  percent  unpaid ;  at  the  end  of  five  3'ears  it  is  less  than  one  percent 
unpaid.  Of  course,  those  at  one  percent,  amount  to  a  great  many 
millions  of  dollars  in  New  York  City.  The  reason  for  that  is  that 
on  most  of  tlie  property  the  mortgagees  help  in  the  payment  of 
taxes.  Also,  in  New  York  City,  at  the  end  of  three  years  property 
is  advertised  for  sale,  and  then  they  come  in  and  pay  up.  At  the 
end  of  the  five  3'ears,  most  of  the  delinquencies  are  on  vacant 
properties.  So,  in  New  York  City  we  have  a  very  efficient  up-to- 
date  method  of  keeping  taxes  paid.  Now,  despite  all  this,  the 
legislature  has  enacted,  as  ]Mr.  Powell  said,  certain  permissive 
legislation,  which,  however,  has  not  been  adopted  in  New  York 
City.  We  have  in  New  York  City,  our  own  provisions,  in  the 
charter,  which  have  been  ahead  of  the  rest  of  the  states,  permitting 
this  prompt  payment  of  taxes.  Recently  there  has  been  enacted  in 
New  York  City  an  act  which  may  be  called  to  the  attention  of  the 
legislatures,  to  which  Mr.  Upson  referred,  next  January.  This  is 
a  plan  by  which  the  United  States  Government  can  lend  money  to 
a  loaning  corporation,  the  loaning  corporation  lends  it  to  individuals 
taxpayers ;  the  loaning  corporation  pays  it  to  the  city  of  New  York 
and  gets  what  is  called  a  contingent  receipt,  and  at  the  end  of  the 
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payment  of  the  loan  the  contingent  receipt  becomes  a  permanent 
receipt.  Now,  there  seems  to  be  great  enthusiasm  about  that 
proposition.  In  my  ov/n  judgment,  it  is  very  beneficial  to  the 
loaning  corporation,  which  will  be  assured  six  percent.  The  United 
States  Government  is  lending  the  subsidiary  money  on  the  surety 
of  the  city  of  New  York  collecting  the  taxes.  It  imposes  upon  the 
city  of  New  York  the  burden  of  holding  the  bag  for  four  percent, 
which  is  the  difference  between  the  six  and  the  ten,  with  all  the 
uncertainties  or  questions  that  may  arise  on  the  sale  of  invalid  or 
questionable  transactions,  and  means  an  enormous  amount  of  book- 
keeping. That  kind  of  legislation,  it  seems  to  me — and  I  am  now 
free  to  say  as  a  member  of  this  association — is  very  unwise,  un- 
profitable and  undesirable;  that  the  real  method  of  collecting  taxes 
is  to  be  found  in  making  your  tax  dates  sure,  your  penalties  sure ; 
and  there  is  no  reason  why  real  property  owners  should  not  pay 
their  taxes  just  as  the  United  States  Government  requires  the 
payment  of  income  taxes. 

Paul  N.  Reynolds  (Wisconsin)  :  I  want  to  talk  just  a  moment 
on  the  point  of  how  taxpayers'  associations  may  help  in  the  collec- 
tion of  delinquent  taxes.  I  happen  to  be  director  of  the  Wisconsin 
Taxpayers'  Alliance.  Before  taking  up  even  a  few  minutes  of  the 
time  I  am  going  to  take,  I  am  going  to  tell  a  story  about  Mr.  Upson 
because  it  happened  when  he  and  I  were  at  the  University  of  Wis- 
consin. I  think  you  will  all  appreciate  it,  because  at  that  time  he 
was  not  the  finished,  cultured,  rapid-fire  speaker  that  he  is  today. 
It  was  in  the  month  of  June,  and  the  day  was  very  hot.  The 
Professor  sat  in  his  chair  and  tried  to  get  across  to  the  students — 
Mr.  Upson  and  I  being  members  of  the  class — something  on  which 
he  seemed  unable  to  get  any  response,  even  though  there  was  this 
grand  array  of  students  before  him.  He  finally  jumped  out  of  his 
chair,  stamped  on  the  floor,  and  said,  "  Is  there  anybody  in  this 
room  who  acknowledges  or  is  frank  enough  to  say  that  he  is  a 
dumb-bell  ?  "  He  waited  for  a  while,  and  finally  Upson,  in  the 
back  of  the  room,  got  to  his  feet,  so  the  Professor  said  to  him, 
"  And  you  mean  to  say  you  are  a  dumb-bell  ?  "  Upson  said,  "  Well, 
no,  not  exactly,  but,"  he  says,  "  it  makes  me  feel  bad  to  see  you 
standing  up  there  all  alone." 

Now,  in  Wisconsin,  the  Wisconsin  Taxpayers'  Alliance  believes 
in  calling  to  the  attention  of  the  people  of  Wisconsin  the  necessity 
for  paying  the  taxes  that  are  levied,  for,  after  all,  even  though  you 
disagree  with  the  kind  of  tax  system  that  we  have,  it  is  true  that 
counties  and  local  governments  are  largely  supported  by  the  general 
property  tax,  even  in  Wisconsin,  and,  since  it  is  the  system  that  we 
have  in  Wisconsin,  if  we  are  going  to  support  local  government, 
we  have  to  pay  our  taxes  if  it  is  at  all  possible  to  do  so.  The  county 
of  Oneida  has  gone  ahead  and  taken  tax  deeds  to  land,  and  the 
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county  of  Oneida  has  adopted  one  of  the  first  rural  zoning  plans  in 
Wisconsin,  or  in  fact  in  the  United  States ;  and  those  lands  which 
are  no  longer  suitable  for  agricultural  developments,  although  they 
have  been  farmed  in  a  sort  of  a  way,  have  been  withdrawn  from 
agricultural  settlement.  Even  though  an  eighty  acres  of  land 
happened  to  be  located  in  an  out-of-the-way  territory,  away  from 
schools  and  highways,  and  was  agricultural  land,  it  has  been  put 
into  this  zoned  area.  That  seems  to  be  a  very  intelligent 
undertaking. 

Marinette  County  is  one  of  our  northeastern  counties.  Marinette 
County  has  taken  tax  deeds  to  250,000  acres  of  land.  After  all, 
Marinette  County  realized :  why  pretend  that  you  have  a  large 
amount  of  taxable  property  when  you  have  not  got  it  ?  So  they  have 
taken  tax  deed  to  250,000  acres  of  land,  and  the  county  board  has 
appointed  a  land  agent,  and  this  land  agent  designs  to  sell  lands 
to  any  farmer  who  cornes  along.  He  sells  lands  only  to  those 
people  who  can  locate  on  farms,  that  the  county  owns,  which  are 
near  present  schools  and  near  present  highways.  It  seems  to  me 
that  is  an  intelligent  plan. 

In  Wisconsin  we  have  also  adopted  the  plan  of  collecting  informa- 
tion in  regard  to  delinquent  taxes  quickly  after  the  delinquent  tax 
sales.  We  do  not  call  property  in  Wisconsin  any  longer  delinquent, 
from  the  standpoint  of  common  parlance,  until  it  goes  to  tax  sales, 
because  tax  sales  are  finally  held  each  year  in  every  Wisconsin 
county  after  the  time  of  delinquency  has  expired,  at  which  they 
can  pay  the  taxes  through  the  local  or  county  treasurer  before  tax 
sale.  The  information  is  collected  quickly.  As  the  Milwaukee 
Journal  said :  one  thing  a  taxpayers'  association  can  do — and  which 
my  association  does — is  to  collect  information  while  it  is  fresh. 
That  is  the  time  you  want  it.  not  two  or  three  years  after  a  situation 
has  developed. 

It  happens  that  in  Northeastern  Wisconsin  we  have  two  counties, 
Kewaunee  and  Door.  Kewaunee  County  has  the  lowest  rate  of 
tax  delinquency  at  tax  sale  time  of  any  county  in  Wisconsin.  That 
is  published,  as  soon  as  our  figures  are  out,  all  over  the  state,  and 
the  papers  pick  it  up.  Door  County,  right  next  door,  under  the 
same  economic  conditions,  and  the  same  general  territory,  has  one 
of  the  largest  tax  delinquencies  of  any  county  in  Wisconsin.  The 
editor  of  a  paper  sponsored  a  meeting  at  which  we  were  asked  to 
talk,  and  this  editor,  by  the  way,  when  we  first  organized,  said  to 
me,  "  You  know,  I  don't  think  much  about  taxpayers'  alliances ;  I 
am  opposed  to  taxpayers'  organizations,  but,"  he  said  "  now  the  kind 
of  information  you  publish  convinces  me  I  am  wrong,  but,"  he 
said,  "I  like  to  coddle  my  entrenched  prejudice;  I  hate  to  change 
my  mind."  Six  months  after  he  made  that  statement,  he  asked  us 
to  come  up  there  to  attend  a  general  citizens'  meeting,  to  discuss 
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delinquency.  The  treasurer  had  done  nothing  about  collecting 
delinquent  taxes  in  that  county.  This  large  meeting  was  held  in 
the  courthouse.  We  addressed  them,  and  talked  over  what  had  been 
done  in  other  places  about  collecting  taxes.  They  then  appointed  a 
citizens'  committee,  one  from  each  group,  of  which  there  were  nine, 
and  then  they  formed  an  organization  to  study  how  best  to  go  about 
collecting  taxes  in  that  county.  They  worked  with  their  officials; 
and  that  is  what  a  taxpayers'  association  should  do,  to  get  the 
people  to  work  with  their  ofllcials  and  thus  get  your  community 
working  together, 

W.  R.  Bradley  (South  Carolina)  :  I  just  want  to  make  one 
statement  to  get  the  record  straight.  The  gentleman  from  New 
York,  a  while  ago,  made  the  remark  that  the  states  were  still  sticking 
to  seventeenth  century  procedure.  I  just  want  South  Carolina 
eliminated  from  that  category.  South  Carolina  started  out  with 
seventeenth  century  procedure,  and  provided  that  the  auditor  and 
treasurer  should  be  appointed  by  the  governor.  That  went  along 
for  a  good  while  until  some  governor  had  to  appoint  an  auditor 
and  a  treasurer,  g.nd  he  didn't  know  who  the  majority  of  people 
in  that  county  were  interested  in ;  so  he  called  an  election.  He  gave 
them  an  election,  and  after  that  they  have  adopted  a  law  electing 
all  these  auditors  and  treasurers  in  the  state,  when  they  should  be 
appointed  by  the  governor,  and  therefore  we  have  gotten  away 
from  seventeenth  century  procedure. 

Oscar  Leser  (Maryland)  :  Tax  collection  is  not  my  specialty, 
and  I  speak  now  merely  as  a  citizen  who  has  observed.  I  wonder 
whether  it  would  not  interest  a  good  many  of  you  to  know  that 
the  tax  collector  in  my  city  of  Baltimore  instituted  a  system  several 
years  ago  of  having  so-called  tax-saving  accounts,  by  which  all  of 
the  banks  were  willing  to  receive  funds  which  the  taxpayers  could 
deposit  from  time  to  time,  as  convenient,  on  the  same  plan  as  these 
Christmas  savings  funds.  They  proved  very  successful,  but  after 
the  crash  among  the  banks,  he  changed  that  system  so  that  he 
maintains  that  himself,  and  any  taxpayer  may  pay,  as  he  finds  it 
convenient,  small  sums  of  money,  into  the  hands  of  the  tax  collector, 
to  be  applied  against  the  tax  when  it  becomes  due.  I  am  not 
prepared  to  present  any  figures,  but  I  think  that  fund  now  runs 
well  over  a  million  dollars  for  the  current  year.  I  suggest  that 
anyone  interested  might  correspond  with  the  tax  collector  of 
Baltimore. 

Chairman  Fred  R.  Fairchild:  Is  there  anj'body  else  who 
wishes  to  be  heard  on  the  subject? 

Franklin  S.  Edmonds:  I  would  like  to  ask  Mr.  Long  what 
they  call  tax  delinquency  in  Massachusetts,  if  they  don't  use  that 
term. 
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Henry  F.  Long  (Massachusetts)  :  We  don't  like  to  think,  in 
Massachusetts,  that  we  have  any  tax  delinquencies.  I  recognize, 
however,  that  investigators  have  to  find  a  single  word  to  cover  the 
particular  subject  matter  that  they  are  undertaking  to  get  an 
answer  to;  and  I  have  always  noticed  that  when  there  was  a 
research  made,  they  picked  out  the  worst  possible  situation  and 
used  the  name  that  best  covered  that,  and  then  applied  it  to  all  the 
others. 

Our  taxes  technically  do  not  ever  become  delinquent,  first, 
because  the  collector  is  always  personally  liable  on  a  surety  bond 
for  every  tax  that  he  does  not  collect.  It  is  true  that  the  tax  is 
due  as  of  a  certain  date.  It  is  equally  true  that  after  that  date  it 
runs  at  an  interest  rate  until  the  proceedings  are  started,  when  it 
goes  at  another  rate.  But,  the  delinquency,  if  we  can  call  it  a 
delinquency  in  Massachusetts,  would  run  on  personal  taxes  two 
years  from  the  A^ear  in  which  the  tax  is  laid,  and  on  real  estate 
taxes  one  year  from  the  year  in  which  the  tax  is  laid.  Our  tax 
year  runs  with  the  calendar,  with  appropriate  money  to  spend  for 
our  municipal  activities  for  that  calendar  year.  The  collection  of 
taxes  is  supposed  to  be  complete  within  the  year,  although  we  do 
resort  to  borrowing  in  anticipation  of  taxes. 

The  individual  tax  collector  has  two  years  in  which  he  is  certain 
of  the  lien  on  the  real  estate,  which  embraces  taxes  on  the  property 
as  of  the  taxing  date,  and  can  extend  it  by  virtue  of  the  so-called 
tax  sale  for  a  further  period  of  two  years,  which  in  turn,  under  our 
new  law,  can  be  extended  for  a  period  of  one  year  if  a  person  pays 
toward  redemption  25%  of  the  tax  for  the  year  in  which  the  tax 
was  first  taken,  plus  interest  and  cost  to  date.  At  the  expiration  of 
that  period  the  statute  provides  that  the  treasurer,  who  is  the 
custodian  of  the  so-called  tax  title — which  is  neither  a  tax  nor  a 
title,  because  it  is  merely  the  extension  of  a  lien — must  proceed  to 
foreclose,  which  is  done  through  our  land  court,  from  which,  if 
it  is  possible,  a  good  title  is  received,  and  which  gives  title  in  the 
community.  In  the  event  the  land  is  of  low  value,  and  insufficient 
to  warrant  the  expenditure  by  the  community  to  go  to  the  land 
court,  a  certificate  can  be  had  from  the  commissioner  of  corporations 
and  taxation,  which  you  file  with  the  register  of  deeds,  which 
permits  title  to  flow  to  the  community  in  exactly  the  same  way  as 
if  they  had  land  court  title.  The  commissioner  is  also  obligated, 
if  in  his  own  opinion  it  is  warranted,  to  compel  the  community  to 
foreclose  at  the  expiration  of  the  redemption  period,  and  if  the 
conmiunity  does  not  do  it,  he  can  proceed  himself  to  see  that  the 
community  does  redeem  and  take  over  the  property.  I  would  like 
to  call  attention  to  one  thing  which  I  think  is  not  axiomatic  but 
should  contribute  to  proper  tax  collection  activities  in  the  entire 
countrv:  the  relationship  between  individual  and  government  was 
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not  a  direct  relationship  in  the  payment  of  taxes.  The  collector  in 
the  early  days  bid  for  the  opportunity  to  collect  the  taxes  of 
America.  His  relation  with  the  taxpayer  was  the  relation  of  a 
debtor  and  creditor,  and  his  relation  with  the  community  through 
the  assessing  officials  was  the  relation  of  a  debtor  and  a  creditor. 
In  other  words,  the  collector  obligated  himself  to  the  community  to 
pay  whatever  the  total  warrant  was,  for  the  satisfaction  of  the 
current  needs  of  government,  and  then,  in  turn,  he  could,  if  he 
wished,  and  was  financially  able,  completely  liquidate  that  warrant 
by  paying  over  to  the  community  the  entire  amount  of  the  warrant, 
representing  the  sum  needed  for  the  municipal  activities ;  and  then 
the  relation  between  himself  and  the  individuals  whose  names  were 
put  on  the  tax  roll  was  the  relation  of  debtor  and  creditor,  and  he 
had  to  have  the  authority  that  is  vested  in  any  such  situation  to 
enforce  payment.  In  addition  to  that  he  has  these  other  advantages 
which  would  perhaps  not  be  available  to  the  individual  creditor. 
We  had  in  Massachusetts  and  still  have  laws  and  decisions  of 
our  courts  supporting  them,  sufficient  to  warrant  anyone  in  saying 
that  there  never  should  be  a  delinquent  tax  in  Massachusetts.  Of 
course,  that  is  subject  to  the  modification  of  having  intelligent 
assessors,  who  will  assess  to  the  proper  persons,  who  will  intelli- 
gently value  the  property,  and  who  will  commit  in  intelligent 
manner  what  the  collector  is  to  collect.  Under  our  decisions  and 
our  practice,  the  collector  is  protected  entirely  by  his  warrant.  He 
does  not  have  to  go  back  of  that.  The  commissioner  can  proceed 
against  the  names  put  down  by  the  collector  in  the  commitment  to 
him  and  can  proceed  to  sell  the  property,  or  go  into  any  jurisdiction 
that  is  available  to  any  collector  in  the  states  of  the  union. 

It  is  perhaps  well  to  say  that  in  respect  to  the  clearance  of  title 
in  a  tax  sale  through  the  land  court,  the  land  court  is  very  strict 
and  construes  everything  against  the  comnmnity,  so  that  if  there 
is  a  flaw  in  the  advertisement,  or  in  any  other  manner  of  presenta- 
tion to  the  land  court,  or  in  the  proceedings  as  a  whole,  the  land 
court  will  throw  out  that  particular  petition  and  a  good  title  not 
be  given ;  but  in  throwing  it  out  it  merely  reverts  to  the  collector's 
warrant  as  an  uncollected  tax.  At  that  point,  we  have  something 
in  Massachusetts  that  you  haven't  in  other  states,  or  if  you  have  it 
perhaps  it  is  not  so  generously  used  as  used  here,  the  authority  of 
the  collector  to  arrest  a  person  who  is  delinquent  in  his  taxes.  We 
have  the  three  remedies,  applying  to  all  kinds  of  taxes :  first,  the 
sale  of  real  estate ;  second,  suit  which  can  be  brought  for  attachment 
of  the  real  estate  or  attachment  of  personal  property;  and,  third, 
the  arrest  of  the  persons  actually  taxed;  and  the  freedom  of  such 
person  can  be  had  either  by  the  payment  of  that  tax  or  by  virtue 
of  the  person  taking  a  poor  debtor's  oath,  or  in  some  other  way 
freeing  him  of  the  difficulty. 
25 
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Xo  collector  in  Massachusetts  can  say  that  he  cannot  have,  speak- 
ing in  general  terms,  one  hundred  percent  collection. 

I  hope  ultimately  we  will  work  out  a  situation  in  Massachusetts 
so  that  the  word  "  delinquent  "  will  be  so  totally  incapable  of  cover- 
ing our  situation  that  it  won't  even  be  used  in  Massachusetts.  One 
of  the  difficulties,  I  think  I  should  say,  is  exactly  what  Senator 
Edmonds  has.  What  does  the  word  "  delinquent  "  mean  ?  It  means 
one  thing  here  and  another  thing  there.  I  am  frank  to  believe,  in 
the  investigation  that  was  made,  that  that  sort  of  thing  has  been 
more  or  less  misleading  by  the  report  indicating  what  the  delin- 
quency is  in  any  particular  situation. 

Now,  this  particular  subject  offers  a  very  good  opportunity  for 
me  to  chloroform  the  presiding  officer  so  I  can  go  along  here  at 
length,  but  having  known  him  for  some  time,  I  won't  undertake  to 
do  it  now. 

Oscar  Leser  :  What  do  you  do  with  these  men  after  you 
arrest  them  ? 

Henry  F.  Long:  I  would  not  use  the  word  "men"'  in  the  par- 
ticular sense,  but,  men  and  women,  because  we  arrest  women  also. 
There  is  a  provision  that  if  the  individual  is  arrested,  the  collector, 
operating  either  individually  or  through  a  duly  qualified  officer, 
turns  over  to  the  jailer  the  warrant  committing  this  person,  with 
$1.25  for  the  man's  board.  That  particular  person,  before  being 
placed  in  jail,  is  given  an  opportunity  to  furnish  a  bond  which  will 
allow  him  to  go  free  for  thirty  days,  or  the  arresting  officer  can, 
if  he  desires,  give  the  individual  an  opportunity,  if  he  feels  that 
within  four  days,  or  a  shorter  number  of  days,  he  can  get  the 
necessary  funds,  to  go  free.  But,  speaking  generally,  the  weapon 
of  arrest  is  merely  something  that  compels  payment,  just  as  the  ten 
percent  interest  rate  compels  payment  as  against  a  three  percent 
interest  rate.  As  a  practical  matter,  I  think  I  can  best  illustrate 
the  effect,  if  I  can  have  just  a  minute  and  a  half  more,  of  that 
power  to  arrest,  by  one  illustration.  Some  of  you  have  heard  this 
before,  but  it  is  indicative  of  what  the  benefit  is  from  having  that 
and  exercising  it.  A  few  years  ago,  during  the  period  of  prosperity, 
there  was  a  spread  of  intangible  property,  in  the  form  of  bonds  or 
securities  of  corporations,  for  which  corporations  a  great  many  of 
these  persons,  who  were  recent  to  our  shores,  were  working  for 
the  first  time.  In  one  of  our  large  industrial  establishments  some 
eight  hundred  or  nine  hundred  people  were  given  the  benefits  of  the 
prosperity  of  that  concern  by  the  issuance  of  bonds  to  them;  or 
certain  employees'  stock,  upon  which  either  dividends  or  interest 
had  been  paid.  There  is  a  requirement  of  the  Massachusetts  income 
tax  law  giving  exactly  the  same  authority  for  collection  that  our 
local   tax   has.      The   industrial    plant    reported   those   facts   and   the 
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state  levied  a  tax  on  these  individuals — perhaps  ycju  may  call  them 
laborers  or  workmen — to  the  extent  of  the  dividends  or  interest 
that  they  received.  Now,  that  meant  comparatively  a  small  tax, 
probably  from  $1.50  to  $13.50,  depending  on  the  financial  capacity 
of  the  particular  workman.  These  persons  rather  objected  to  paying 
any  taxes  in  that  way,  and  after  a  course  of  time  and  notification 
and  warning,  it  seemed  best,  because  there  were  some  two  or  three 
hundred,  or  more,  resisting  payment  in  this  particular  industrial 
plant,  to  send  an  officer  there  with  warrants  for  the  whole  lot,  and 
the  officer  did  go  and  presented  the  situation  with  a  very  husky 
assistant.  He  said  he  had  come  to  collect  the  taxes,  and  he  picked 
out  an  apparent  leader,  who  seemed  to  be  a  little  more  radical  than 
anyone  else,  who  said  that  they  were  not  going  to  pay  the  taxes; 
and  he  took  the  leader,  with  the  assistance  of  his  associate,  yanked 
him  out  of  the  group,  and  was  on  the  way  to  jail.  After  this  man 
had  gotten  about  half  way  to  jail  he  concluded  that  the  officer 
apparently  meant  business  and  asked  him  whether  he  meant  what 
he  said  when  he  said  he  was  going  to  arrest  them.  The  officer  said 
that  he  was  going  to  arrest  them,  and  then  the  man  said,  "'  If  that 
is  so  I  will  paj^  the  tax,"  whereupon  he  took  out  a  money  fold  that 
had  $1800  in  it  and  paid  the  tax,  in  that  case  about  $8.00.  Then 
he  said,  "  Inasmuch  as  I  have  paid  this,  you  come  back  with  me 
and  I  will  make  every  one  of  the  others  pay  theirs,"  thereupon  the 
officer  went  back  and  every  single  one  of  those  four  hundred  and 
twenty-three  people  paid  that  tax,  merely  by  the  arrest  and  the 
taking  half  way  to  jail  that  one  leader. 

Osc.\R  Leskr  :    Who  goes  to  jail  in  the  case  of  a  corporation  ? 

Henry  F.  Long:  We  were  talking  about  personal  taxes;  and 
the  only  interesting  thing  about  that  question  is  that  Judge  Leser 
can  still  be  humorous  enough  to  think  that  a  corporation,  that  is 
said  to  be  given  the  benefit  of  a  natural  person,  expects  its  employees 
should  not  be  denied  this  privilege  of  being  arrested  as  individuals. 
The  answer  is,  of  course,  that  you  cannot  arrest  a  corporation. 
.\nother  thing  is,  that  all  of  our  corporations  are  capable  of  paying 
their  bills.  Every  corporation  organized  under  the  laws  of 
Massachusetts  accepts  a  moral  responsibility  to  pay  its  taxes. 
Massachusetts  always  has  solvent  corporations.  Occasionall3'  we 
have  a  corporation  that  cannot  pay  its  bills,  and  ordinarily,  on 
looking  it  up,  it  is  a  Maryland  corporation. 

Oscar  Leser  :  You  still  haven't  told  us  one  thing.  I  am  very 
curious  to  know  what  happens  to  the  fellow  who  does  not  pay  the 
tax  under  pressure  or  otherwise. 

Henry  F.  Long  :    We  have  no  such  individuals  in  Massachusetts. 

Ch.mrman  Fred  R.  Fairchild  :  If  you  gentlemen  have  been 
following   your   watches  you  have  observed  how   successfully   Mr. 
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Long  has  chloroformed  the  Chairman,  who  emerges  now  to  recog- 
nize one  other  speaker. 

Royal  Gushing  (Illinois)  :  Two  years  ago  I  prepared  a  paper 
on  untangling  the  tax  situation  in  Cook  County.  There  was  no 
progress  at  that  time,  but  I  made  the  best  of  the  situation. 

I  just  want  to  call  attention  to  one  thing  that  has  been  very 
efficient  in  improving  our  tax  situation  there,  and  that  has  been 
the  receivership  proceedings  relating  to  income  producing  properties, 
such  as  apartment  houses,  hotels,  etc.,  which  were  delinquent.  They 
passed  this  law  providing  for  the  appointment  of  a  receiver  of  such 
properties,  to-wit,  the  county  collector,  the  corporation  or  individual 
owning  an  apartment  house,  we  will  say,  that  was  delinquent  in 
its  tax,  was  summoned  into  court  on  motion  for  the  appointment 
of  a  receiver.  The  owner  had  to  be  either  on  hand  to  pay  or  the 
county  collector  would  become  the  receiver  of  that  property.  Often 
the  owner  would  say,  "  I  cannot  pay  it  all."  "  Well,  how  much  can 
you  pay  today  ?  "  '"  I  can  pay  one  thousand  dollars  on  this  tax 
today."  "  What  can  you  pay  in  thirty  days  later  ?  "  "  I  will  pay 
another  one  thousand  dollars."  "  Well,  all  right,  pay  the  one 
thousand  dollars."  In  that  way  the  money  rolls  in,  and  millions  of 
dollars  was  collected  by  that  process  that  could  not  have  been 
collected  by  tax  sale.     That  has  helped  very  materially  in  Chicago. 

James  W.  Martin  (Kentucky)  :  I  do  not  desire  to  discuss  fur- 
ther the  paper  but  would  like  to  introduce  a  resolution,  which  seems 
to  me  to  offer  some  possibilities,  and  which  bears  directly  on  the 
subject  matter  for  discussion  this  morning.  This  resolution  is 
prompted  by  the  fact  that  the  admirable  work  which  Dr.  Upson 
has  started  in  the  Bureau  of  Census  is  threatened  with  annihilation, 
and  it  seems  to  me,  as  it  does  to  others  with  w^hom  I  have  consulted, 
that  that  ought  not  to  be.  I  am  proposing,  therefore,  J\Ir.  Chairman, 
the  following  resolution : 

Whereas,  The  Bureau  of  Census,  United  States  Department 
of  Commerce,  has  begun  and  brought  well  towards  completion 
the  valuable  project  involving  collection  of  tax  delinquency 
information,  and 

Whereas,  There  appears  to  be  question  concerning  the  con- 
tinuation of  this  work, 

Therefore,  Be  it  resolved,  that  the  National  Tax  Conference 
express  its  interest  in  the  development  of  this  extremely  val- 
uable activity,  whether  in  the  Bureau  of  the  Census  or  some 
other  branch  of  the  federal  government. 

I  ask  that  the  resolution  be  referred  to  the  resolutions  committee. 

Chairman  Fred  R.  Fairchild:  That  resolution,  under  the 
rules,  will  be  referred  to  the  resolutions  committee. 
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Marion  AIcKay  (Pennsylvania)  :  Although  the  hour  is  late,  I 
feel  I  may  be  justified  in  making  a  few  observations  in  connection 
with  tax  delinquency  in  the  city  of  Pittsburgh.  In  the  budgetary 
hearings  in  both  the  city  and  the  school  board,  the  real  estate 
owners  association  was  very  loud  for  a  reduction  in  the  millage. 
In  each  instance  they  were  told,  due  to  the  fact  that  delinquency 
was  steadily  rising  in  each  succeeding  year,  that  the  prospect  for 
such  reductions  in  millage  were  at  least  not  good.  They  did  go 
this  far,  however,  agreeing  to  appoint  a  citizens'  committee  to 
devise  some  ways  or  means  by  which  there  might  be  some  increase 
in  the  collection  of  delinquent  taxes.  The  delinquencies  in  our  city 
for  school  and  city  purposes  now  approximate  about  three-quarters 
of  the  total  annual  levy  for  those  purposes.  I  happened  to  be  one 
of  the  members  of  the  committee.  The  committee  went  to  the  city 
treasurer's  office  and  ran  over  a  list  of  several  hundred  or  thousand 
delinquent  taxpayers  and  picked  out  one  hundred  or  more,  we  will 
say,  of  the  more  promising  prospects,  owners  of  property  which  we 
knew  was  yielding  income.  We  sent  those  owners  a  pointed  letter 
to  the  effect  that  it  was  proposed  to  enforce  the  law  after  a  certain 
date.  The  result  of  that  letter  has  been  most  encouraging,  indeed, 
in  the  amount  of  collection  of  delinquent  taxes,  which,  in  the  last 
year  shows  substantial  improvement  over  the  years  immediately 
preceding.  It  is  indicative,  therefore,  of  the  fact,  in  my  judgment, 
that  even  in  spite  of  the  discouragements  of  the  depression,  and 
the  continuation  of  the  depression,  that  courageous  and  determined 
efforts  on  the  part  of  tax  collectors  will  bring  results.  In  not  a 
few  instances,  delinquencies  have  been  allowed  to  accumulate,  and 
I  am  rather  hopeful  that  the  penalties  will  ultimately  be  cancelled ; 
and  I  want  to  say  that  the  real  estate  owners  have  been  very  loud 
in  their  demands  that  all  delinquencies  accumulated  shall  be  can- 
celled, but  I  don't  think  that  is  going  to  be  done. 

Just  one  other  word :  I  believe  Pennsylvania  did  take  a  step 
forward  in  the  right  direction — and  which  I  do  not  think  should 
be  confined  to  periods  of  depression — in  affording  in  laudable  cases 
the  opportunity  to  pay  delinquent  taxes  on  the  installment  plan. 
They  don't  have  to  go  into  a  savings  bank  that  may  be  closed  later, 
but  it  is  credited  on  the  account  that  is  held  against  the  property 
owner.  I  believe  that  is  a  very  favorable  step,  and  no  doubt  it 
has  been  taken  by  many  other  states  in  the  union. 

Donald  Jackson  (District  of  Columbia)  :  The  question  was 
raised  whether  we  were  over  the  peak  in  delinquency.  We  have 
some  indication  on  that  for  rural  delinquency.  I  don't  see  how  you 
could  possibly  answer  it  in  the  affirmative.  1931  and  1932,  so  far 
as  our  present  information  is  concerned,  show  about  the  same 
number  of  rural  properties  delinquent;  but  even  where  1932  is  less, 
the  new  delinquency  is  less  due  purely  to  the  drop  in  the  tax  rate 
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than  that  the  old  delinquencies  accumulate,  as  is  shown  by  a  great 
number  of  properties.  In  other  words,  payments  on  delinquencies 
are  much  less  than  the  new  delinquencies  being  added.  I  think  our 
figures  will  show  that  for  the  country  in  general  and  that  it  is 
bound  to  be  true. 

Franklin  S.  Edmonds  :  May  I  ask,  is  that  figure  of  $900,000,000 
delinquency  for  the  current  year  or  is  that  the  total  delinquency? 
That  was  covered  by   Mr.  Woodworth's   report. 

L.  D.  WooDWORTH  (District  of  Columbia)  :  That  was  for  the 
one  year  of  1932-1933,  current  delinquency  only.  Mr.  Chairman, 
may  I  have  a  minute  to  refer  to  the  Senator's  former  question? 
We  have  a  lot  of  figures,  of  course,  on  levies  and  assessed  valua- 
tions, over  a  series  of  years,  which  have  not  been  compiled.  We 
didn't  get  to  that  part  of  the  study.  However,  in  running  over  the 
figures  in  a  rough  way,  I  can  say  that  if  there  was  any  precon- 
ceived notion  on  my  part  that  reductions  either  of  assessments  or 
of  levies  are  going  to  affect  the  amount  of  delinquency,  it  is  un- 
decipherable from  those  figures.  The  delinquency  problem  appears 
to  be  something  else.  That  brings  me  to  a  point  in  my  paper  which 
I  did  not  read,  but  was  referred  to  by  the  Professor's  remark  just 
now.  The  delinquency  problem  is  not  one  problem,  but  has  three 
distinct  parts  which,  statistically,  stick  out  like  sore  thumbs.  In 
the  first  place,  we  have  the  accumulated  delinquency  of  former 
years,  most  of  which  is  absolutely  useless  as  a  community  asset. 
A  large  part  of  that  is  absolutely  uncollectible,  as  we  all  know.  It 
has  accumulated  on  identical  properties,  as  Mr.  Jackson  has  stated, 
to  the  extent  that  the  taxes  are  more  than  the  properties  are  worth. 
How  are  you  going  to  collect  it?  It  cannot  be  collected  by  any 
system  of  sale  that  you  can  devise;  and,  as  Dr.  Upson  said,  the 
tax  sales  are  not  being  made.  We  have  those  old  delinquencies. 
Then  we  have  the  case  of  the  taxpayer  like  the  home  owner  who 
spoke,  who  temporarily  is  not  in  position  to  pay.  But  speaking 
by  and  large,  and  principally  with  respect  to  urban  delinquency, 
the  majority  of  taxes  are  on  properties  owned  by  interests  that  can 
pay  taxes,  but  the  tax  levies  are  not  enforced,  and  you  can  almost 
set  out  that  class  as  wilfully  delinquent.  A  great  deal  of  your 
legislation  is  on  behalf  of  the  poor,  or  speculative  owner  of  vacant 
property.  His  problem  is  entirely  different  from  that  of  the  home 
owner,  or  of  the  large  speculative  owner.  If  you  frame  your  de- 
linquency legislation  on  the  basis  of  the  home  owner  or  small  lot 
owner  you  are  not  touching  the  thing  that  counts  for  the  great 
bulk  of  delinquent  taxes  which  amounted  to  $900,000,000  in  the 
aggregate  on  the  levies  of  the  year  1932-1933,  over  $500,000,000 
of  which  is  in  about  one  hundred  cities  of  this  country. 
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Chairman  Fred  R.  Fairchild  :  Does  anybody  else  wish  to  be 
heard  ?  I  would  like  to  remind  the  members  of  the  executive  com- 
mittee that  a  meeting  of  that  committee  will  be  held  immediately 
opposite  the  registration  desk.  Any  other  business  to  come  before 
this  meeting? 

(Xo  response.) 

Chairman  Frkd  R.  Fairchild:    If  not,  we  will  adjourn. 

(Adjournment.) 


NINTH  SESSION 

Thursday,  October  4,  1934,  2:30  P.  M. 

Chairman  A.  E.  Holcomb  :  The  meeting  will  come  to  order. 
We  have  this  afternoon  as  the  first  business,  the  report  of  the 
resolutions  committee.  Action  on  that  report  will  take  place  at 
the  next  session.  This  is  merely  a  reading  of  the  resolutions  that 
have  been  submitted;  and  as  I  take  it,  it  is  the  dead-line  for  resolu- 
tions and  no  resolutions  can  be  accepted  hereafter. 

The  chairman  of  the  resolutions  committee  will  now  submit  the 
resolutions.  I  present  Governor  Bliss  and  Captain  Bliss — I  under- 
stood he  was  on  the  '"  Rainbow,"  but  it  may  have  been  somebody 
else — not  only  that,  but  he  is  a  professor  in  Brown  University  and 
Rhode  Island  State  College,  and  receiver  for  some  mills,  so  he  is  a 
pretty  versatile  chap.  He  ought  to  be  able  to  give  you  these 
resolutions. 

Zenas  W.  Bliss  (Rhode  Island)  :  That  introduction  reminds  me 
somewhat  of  something  I  was  subjected  to  several  years  ago.  I 
was  supposed  to  make  a  few  remarks  at  a  banquet  of  the  Rhode 
Island  Yacht  Club.  The  presiding  officer  got  up  and  he  said  he 
didn't  know  exactly  what  title  to  give  the  next  speaker,  whether 
it  was  governor  or  captain,  or  colonel,  or  one  or  two  other  things, 
but  he  said  after  all  it  didn't  make  any  difference,  because  where 
he  lives  they  call  him  everything  they  can  think  of. 

With  your  permission  I  will  now  proceed  to  the  business 
before  us. 

Chairman  A.  E.  Holcomb  :  You  can  go  ahead  the  other  way 
if  you  want  to,  and  tell  us  how  it  was  on  the  race. 

Zenas  W.  Bliss:  The  resolutions  committee,  as  you  all  under- 
stand, is  a  very  important  committee.  It  consists  of  one  member 
appointed  from  each  state.  Usually  the  state  delegations  designate 
one  of  their  members  to  be  on  the  committee,  but  so  many  of  them 
neglected  to  do  that,  that  this  year  we  had  an  innovation,  and  the 
president  appointed  the  members  of  the  committee  in  those  cases 
where  the  state  delegations  had  failed  to  do  so.  Of  course,  the  idea 
of  this  was  that  we  would  have  a  member  from  each  state.  We  did 
pretty  well.  We  got  nine,  I  think;  the  others  were  appointed,  but 
I  have  not  seen  them.     However,  under  our  by-laws,  we  had  a 

(392) 
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quorum  and  organized,  and  I,  witli  the  assistance  of  the  secretary 
of  the  committee,  did  the  work,  and  I  trust  that  it  will  meet  with 
your  approval. 

The  following  resolutions  are  suhmitted  bv  the  committee  and  it 
recommends  their  passage: 

Resolved.  That  the  progress  report  of  the  Committee  of 
the  National  Tax  Association  on  Tax  Delinquency  presented 
to  this  conference,  be  received,  and  that  the  conference  request 
the  National  Tax  Association  to  continue  this  committee,  be- 
lieving that  important  data  now  appearing  requires  thorough 
study  and  that  the  problems  which  have  been  the  subject  of  an 
able  and  exhaustive  survey  evidenced  by  this  committee's  three 
admirable  reports  require  and  should  receive  further  uninter- 
rupted attention  by  the  same  agency  so  long  as  the  ultimate 
solution  of  these  problems  continues  to  be  retarded  and  rendered 
difficult  of  final  accomplishment  by  existing  economic  conditions. 
Zenas  W.  Bliss:  (Reading) 

Whereas,  The  Bureau  of  the  Census,  United  States  De- 
partment of  Commerce,  has  begun  and  brought  well  toward 
completion  a  valuable  project  involving  collection  of  tax  delin- 
quency information;  and 

Whereas,  There  appears  to  be  a  question  concerning  the 
continuation  of  this  work;  therefore  be  it 

Resolved,  That  the  National  Tax  Conference  express  its 
interest  in  the  development  of  this  extremely  valuable  activity, 
whether  in  the  Bureau  of  the  Census  or  in  some  other  branch 
of  the  federal  government. 

Zexas  W.  Bliss:   (Reading) 

Resolved,  That  the  second  report  of  the  Committee  of 
the  National  Tax  Association  on  Motor  Vehicle  and  Related 
Taxes  presented  to  this  twenty-seventh  conference  be  received; 
that  the  conference  record  its  appreciation  of  the  painstaking 
work  of  this  committee;  and  that  the  National  Tax  Association 
provide  for  the  continuation  of  the  work  of  this  committee. 

Zexas  W.  Bliss:  (Reading) 

Resolved,  That  the  initial  report  presented  to  this  con- 
ference by  the  Committee  on  the  Fiscal  Relationships  of  the 
Federal  and  State  Governments,  appointed  by  the  National  Tax 
Association  pursuant  to  a  resolution  adopted  at  the  twenty- 
sixth  conference  in  1933,  be  received,  and  that  it  is  the  sense 
of  this  conference  that  the  committee  be  continued  for  further 
study  and  investigation  of  this  important  subject. 
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Zenas  W.  Bliss:  There  are  two  other  resolutions  which  will  be 
presented  by  the  committee  at  the  last  session.  They  are  not  in 
order  now.  They  are  resolutions  covering  matters  of  that  kind 
which  cannot  be  presented  at  this  time,  but  will  be  ready  at  that 
time. 

Chairman  A.  E.  Holcomb  :  I  think  we  appreciate  the  arduous 
work  of  this  committee  on  resolutions.  I  still  think  we  ought  to 
know  how  it  is  or  why  it  is  that  they  cannot  learn  to  sail  boats  over 
there  in  England.  Maybe  the  Judge  can  tell  us  what  is  the  matter 
with  them. 

The  score  is  two  to  one  at  this  time  in  favor  of  St.  Louis. 

H.  V.  GiBBs :    Well,  I  think  we  can  proceed  then. 

Chairman  A.  E.  Holcomb  :  Let  us  keep  our  nerves  quiet,  while 
we  proceed  with  the  real  serious  w^ork  of  this  conference. 

In  the  preparation  of  this  program  I  was  asked  to  make  some 
suggestions,  and  it  occurred  to  me  that  among  the  states  of  New 
England  was  Connecticut,  the  state  from  which  I  came.  Connecticut 
is  the  home  of  insurance  in  this  country,  and  I  felt,  in  view  of  the 
fact  that  we  had  not  had  even  a  suggestion  or  even  a  theory  on 
insurance  taxation  in  all  the  years  I  have  been  with  the  association, 
that  it  would  be  desirable  to  have  a  paper  on  the  taxation  of  in- 
surance companies. 

The  professor  to  whom  I  am  about  to  refer,  a  member  of  the 
brain  trust,  has  devoted  some  time  to  that  subject,  and  much  thought, 
and  has  written  some  important  papers.  Therefore,  it  seemed  to 
me  desirable  that  we  should  have  for  consideration  a  paper  on  the 
taxation  of  insurance  companies.  It  involves  more,  I  suppose,  than 
insurance ;  it  involves  investment,  really,  to  a  great  extent,  and 
therefore  I  am  going  to  call  on  Dr.  Williamson,  of  Weslej'an  L'ni- 
versity,  of  the  state  of  Connecticut,  released  by  that  university  to 
w^ork  in  Washington,  D.  C,  under  Dr.  Viner  on  phases  as  to  which 
I  am  not  advised,  but  possibly  Dr.  Williamson  will  suggest  how  he 
is  coming  out  down  there.  Anyway,  I  am  very  glad  to  introduce 
one  of  the  gentlemen  who  have  helped  us  in  the  past  with  our  work 
in  the  tax  field — Dr.  K.  ]\I.  Williamson  of  Wesleyan  University, 
Connecticut. 

K.  M.  Williamson  (Connecticut)  :  Mr.  President  and  Members 
of  the  conference,  I  have  nothing  to  say  at  all  about  that  work  in 
Washington,  inasmuch  as  it  is  not  all  in  the  form  of  reports.  I 
suppose  you  may  hear  from  it  some  other  time;  I  am  not  sure.  I 
am  sorry  to  have  to  tell  you  that  I  am  going  to  speak  from  manu- 
script this  afternoon.  I  have  tried  to  make  it  short,  and  I  think 
it  will  come  within  the  limits  of  the  rule,  but  I  hope  you  will 
recognize  that  when  one  does  that  with  a  complicated  subject  like 
this,  naturallv   it   has   to  be   limited,   and    I    have   not  l)cen   able   to 
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treat  specific  details  of  the  insurance  problem  as  they  might  be 
treated.  I  may  at  times  appear  to  be  dogmatic,  without  wishing  to 
be  so,  merely  because  of  the  limitations  of  time ;  and  there  are  cer- 
tain technical  questions  that  will  undoubtedly  require  more  popular 
treatment  for  those  of  us  who  are  not  experts  in  insurance  than 
can  be  given  in  this  short  time.  Despite  those  weaknesses,  I  will 
proceed  with  the  paper. 

SOME  PROBLEMS  IN  THE  STATE  TAXATION 
OF  INSURANCE 

K.   M.   WILLIAMSON 
Wesleyan  University 

The  writer's  interest  in  insurance  taxation  has  grown  out  of  a 
study,  begun  some  years  ago,  of  the  taxation  of  insurance  companies 
in  his  own  state  of  Connecticut.  He  published  an  article  on  the 
taxation  of  domestic  stock  insurance  companies  in  Connecticut  in 
the  Bulletin  of  the  National  Tax  Association  of  November  last. 

^lore  recently  in  connection  with  the  preparation  of  reports  to 
the  special  tax  commission  in  that  state,  by  the  insurance  companies, 
the  writer  was  associated  with  these  companies  in  their  preliminary 
studies.  Thus,  I  have  come  to  know  something  of  the  point  of 
view  of  the  insurance  interests  with  reference  to  their  taxation, 
but  I  wish  to  emphasize  that  insurance  officials  are  in  no  way 
responsible  for  the  views  expressed  in  this  paper. 

The  writer  makes  no  pretense  to  expertness  in  insurance,  but  he 
is  impressed  with  the  undesirability  of  leaving  the  subject  of  taxa- 
tion of  such  companies  entirely  to  insurance  experts  for  solution. 
The  writer  feels  that  it  is  unfortunate  that  in  the  past  very  little 
attention  has  been  given  to  this  subject  by  students  of  taxation. 
This  association,  for  example,  has  made  no  study  of  the  subject 
for  almost  a  quarter  of  a  century.  The  first  and  last  report  on 
insurance  taxes  under  the  auspices  of  this  body  was  by  a  committee 
under  the  chairmanship  of  i\Ir.  Lawson  Purdy  in  1910.^  The  im- 
portance of  the  subject  has  grown  and  many  problems  have  arisen 
since  that  time.  Happily,  recent  special  state  tax  commissions  in 
some  states  have  given  brief  consideration  to  the  subject.-  The 
past  neglect  of  the  matter  may  be  in  part  due  to  the  fact  that  in 
many  states  the  administration  of  insurance  taxes,  especially  upon 
non-resident  companies,  has  been  placed  in  the  hands  of  the  super- 
intendents of  insurance,  with  the  result  that  the  general  tax 
officials  do  not  become  acquainted  with  the  problems.     It  may  also 

'^Proceedings  of  the  Fourth  International  Conference,  1910,  pp.  291-294. 
2  See  also  a  recent  article  by  Professor  Edwin   S.  Todd,  "  The  Taxation 
of  Life  Insurance  Comi)anies,"  in  the  Tax  Magazine,  May,   1934. 
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be  due  in  part  to  the  highly  technical  character  of  the  insurance 
business  which  is  esoteric,  so  far  as  tax  men  are  concerned.  The 
writer,  thus,  ventures  into  this  difficult  field  with  a  realization  that 
he  may  err  but  with  the  hope  that  other  tax  scholars  and  practical 
tax  men  will  pursue  the  subject  further. 

In  this  paper  emphasis  will  be  placed  upon  general  principles  and 
policies  which  in  the  writer's  opinion  should  be  followed  in  the 
reform  of  state  insurance  taxation  rather  than  upon  details  of 
present  taxes  which  may  be  the  immediate  concern  of  individual 
states.  No  descriptive  account  will  be  given  of  the  insurance  taxes 
of  the  various  states.  For  details  as  to  these  various  taxes  I  venture 
to  refer  those  interested  to  an  article  by  the  writer  in  the  Journal 
of  Political  Economy  for  June,  1934,  and  to  the  publication  by  the 
Tax  Research  Foundation  entitled,  Tax  Systems  of  the  World, 
Fifth  Edition,  1934,  with  which  you  are  probably  familiar. ^  The 
fundamental  matters  which  will  be  treated  will  be  as  follows :  ( 1 ) 
taxation  of  insurance  companies  as  a  form  of  business  taxation, 
(2)  the  advisability  of  segregation  of  the  insurance  business  so  far 
as  tax  base  is  concerned,  (3)  the  need  of  uniformity  in  the  taxation 
of  the  insurance  business,  (4)  the  disadvantages  of  retaliation  in 
this  field  of  taxation,  (5)  the  best  base  for  taxation,  (6)  the  need 
of  a  yardstick  to  measure  the  comparative  tax  burden  of  insurance 
and  of  other  business,  and  (7)  the  proper  authority  for  administra- 
tion of  insurance  taxes.  We  shall  consider  these  matters  in  the 
order  mentioned. 

1.  Insurance  Taxes  As  Business  Taxes 

Before  the  taxation  of  insurance  companies  can  be  properly  solved 
there  must  be  clarification  of,  and  agreement,  as  far  as  possible,  as 
to  the  theory  and  purposes  of  such  taxation.  The  writer  holds  the 
view  that  the  taxation  of  insurance  companies  should  be  regarded 
as  a  form  of  business  taxation,  no  matter  what  such  taxes  are  legally 
called.  This  means  in  popular  language  that  such  taxes,  like  those 
upon  other  businesses,  should  be  levied  upon  insurance  companies 
by  virtue  of  the  fact  that  they  carry  on  business  within  the  states. 
Although  it  may  be  a  moot  question  whether  such  insurance  taxes 
are  shifted."*  the  writer  is  inclined  to  believe  that,  in  the  case  of 
many  of  them,  the  policyholders  tend  to  bear  them.     But  so  also  do 

"  The  interested  reader  is  also  referred  to  the  Titxii/ion  Manual  issued 
annually  by  the  National  Board  of  Fire  Underwriters,  a  manual  of  insur- 
ance laws  issued  by  the  Spectator  Company,  a  iiamjihlet  entitled  "  Fees  and 
Taxes  Charged  Insurance  Companies,"  issued  annually  by  the  New  York 
State  Insurance  Department,  and  to  information  supplied  by  the  Association 
of  Life  Insurance  Presidents,  and  by  the  .\merican  I.ife  Convention. 

*  T.  S.  Adams,  "Some  Obstacles  which  Delay  the  Reform  of  Insurance 
Taxation,"  Proceedings  of  the  Fourth  .1  initial  Meeting  of  the  Association  of 
Life  I nstirance  Presidents,  ]ip.  60-61. 
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the  buyers  of  other  products  probably  bear  some  other  business 
taxes.  No  matter  where  the  insurance  taxes  ultimately  fall,  they 
are  imposed  upon  the  companies  in  the  first  instance.  At  any  rate 
such  taxes  fit  better  into  the  category  of  business  ta.xes  than  into 
that  of  personal  or  property  taxes. ^ 

If  this  interpretation  of  the  nature  of  these  taxes  is  correct, 
insurance  companies  should  be  expected  to  take  their  place  along 
with  other  business  and  financial  institutions  and  contribute  their 
proper  share  of  the  tax  burden  upon  business  in  the  several  states. 
If  these  taxes  are  business  taxes  the  often  urged  claim  for  more 
lenient  treatment  of  insurance  companies  than  that  accorded  to 
other  business  has  no  right  to  consideration.*'  If  insurance  taxes 
are  business  taxes,  the  most  that  the  insurance  companies  can  ask 
is  for  fair  and  equal  treatment  with  other  business.  Thus,  agree- 
ment upon  the  nature  of  these  taxes  is  highly  important  and 
fundamental  as  a  starting  point  in  the  adjustment  of  insurance 
compan}'  taxation. 

2.  Advisibility   ok   Segregating   Insur.wce   Companies 
As  TO  Base  of  Taxation 

Though  insurance  taxes  are  classified  as  business  taxes,  it  does 
not  follow  that  insurance  companies  should  not  be  segregated  from 
other  business  so  far  as  base  of  taxation  is  concerned.  As  a  matter 
of  fact  there  is  ample  ground  for  urging  a  separate  base  of  taxation 
for  insurance  companies.  The  extensive  adoption  of  the  premiums 
base  of  taxation  in  this  country  shows  a  realization  of  this  fact  by 
many  states.  The  writer  found  in  a  recent  survey  that  as  many 
as  thirty  states  were  taxing  some  types  of  their  stock  insurance 
companies  on  premiums.'  Another  study  has  shown  that  92  percent 
of  the  special  state  insurance  taxes  collected  from  all  insurance 
companies  are  being  derived  from  premiums  taxes. ^  On  the  other 
hand,  at  least  fifteen  states  continue  to  tax  some  of  their  stock 
companies  on  their  capital  stock  and  eleven  states  have  subjected 
their  domestic  insurance  companies  to  taxation  on  the  basis  of  net 
income.-'     These  latter  states  show  a  persistence  of  the  notion  that 

^  It  is  interesting  to  note  that  the  Institute  of  (Government  Research  of 
the  Brookings  Institution,  in  commenting  on  insurance  taxation  in  New 
Hampshire,  recently  said :  "  Insurance  company  taxes  are  essentially  busi- 
ness taxes  of  a  state-wide  character."  See  its  Rei^ort  on  a  .Survey  sub- 
mitted to  Governor  Winant,  1932,  p.  556. 

8  For  a  statement  in  favor  of  more  lenient  treatment  of  life  insurance 
companies  by  an  economist,  see  Edwin  S.  Todd,  op.  cit. 

7  K.  M.  Williamson,  "  Bases  of  Taxation  of  Domestic  Stock  Insurance 
Companies,"  Journal  of  Political  Economy,  June,  1934,  p.  348. 

8  Report  of  the  New  York  State  Commission  for  the  Revision  of  the  Tax 
Laws,  Memorandum  Number  13,  p.  5. 

^Journal  of  Political  Economy,  June,   1934,  p.  348. 
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insurance  companies  should  not  be  segregated  so  far  as  base  is 
concerned. 

The  wisdom  of  departing  from  customary  bases  of  taxation  may 
be  indicated  by  showing  the  difficulties  involved  in  the  use  of  capital 
stock  and  net  income  in  the  case  of  stock  companies.  In  the  article 
in  the  Journal  of  Political  Economy  already  referred  to  I  have 
shown  why  the  bases  of  market-value  of  capital  stock,  book  value, 
and  net  income  are  not  suitable  in  the  taxation  of  stock  insurance 
companies.  The  objections  to  these  bases  may  be  briefly  reproduced 
here. 

The  weaknesses  of  the  market-value-of-capital-stock  base  in  the 
case  of  other  businesses  are  well  known  to  this  association.  They 
are  also  encountered  when  this  base  is  applied  to  insurance  com- 
panies. There  are  at  least  five  objections  to  this  base:  (1)  that 
the  revenue  from  this  source  is  unstable,  (2)  that  prices  of  stock 
are  often  not  true  indices  of  its  value,  (3)  that  prices  are  often 
entirely  lacking,  especially  in  the  case  of  closely  held  stock  or  of 
subsidiaries  entirely  owned  by  parent  companies,  (4)  that  taxation 
on  this  basis  imposes  upon  the  home  company  a  burden  without 
reference  to  the  taxation  of  most  of  its  business  elsewhere,  and  (5) 
that  a  difficult  problem  of  valuation  is  involved  if  the  value  of  the 
underlying  subsidiaries  is  to  be  deducted  to  prevent  double  taxation. 
Connecticut  domestic  insurance  companies  are  at  present  taxed  on 
this  basis  and  there  is  well-founded  dissatisfaction  with  it  on  the 
part  both  of  tax  officials  and  of  the  companies. 

The  adoption  of  book  value,  on  the  other  hand,  does  not  avoid 
serious  difficulties.  Book  value  (i.e.  the  sum  of  capital  and  surplus) 
of  an  insurance  company  does  not  measure  full  company  equity.  In 
the  case  of  fire  and  casualty  companies  there  is  an  equity  in  the 
unearned  premiums  not  shown  in  surplus  and  not  revealed  by  the 
company  reports.  Life  companies  also  have  an  unrevealed  equity 
in  their  insurance  in  force.  There  are  also  undetermined  equities 
in  both  types  of  companies  in  voluntary  reserves,  undervalued  assets, 
and  so-called  "  non-admitted "  assets,  items  which  under  conser- 
vative insurance  regulation  by  the  states  can  not  be  counted  among 
the  assets.  The  important  point,  however,  is  that,  even  if  tax  law 
provided  for  it,  the  assessment  of  these  equities  by  a  tax  department 
would  be  difficult  and  might  involve  a  conflict  in  the  tax  policy  and 
the  regulative  policy  of  a  given  state. ^^  Thus  on  two  grounds  the 
book  value  base  is  objectionable:  it  does  not  show  full  taxable 
equity  and  adjustment  to  show  it  is  a  difficult  and  dangerous  admin- 
istrative task. 

^0  See  for  a  discussion  of  this  possible  conflict  in  the  case  of  determina- 
tion of  net  income,  Report  of  the  California  Tax  Commission,  1929,  p.  83, 
and  Report  of  the  New  York  Commission  for  Revision  of  the  Tax  Laws, 
1932,  p.  187. 
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Net  income  as  a  base  for  the  taxation  of  insurance  companies 
presents  more  difficulties.  Recent  tax  reports  in  several  states  have 
opposed  the  taxation  of  insurance  companies  (especially  life  com- 
panies) on  this  base.^^  The  difficulties  lie  in  the  determination  of 
the  net  income  of  an  insurance  company.  Some  writers  hold  that 
the  computation  of  net  income  of  tire  and  casualty  companies  is 
governed  by  ordinary  accounting  rules/-  but  the  writer  can  not 
agree  with  this  view.  My  reason  for  this  position  is  that  the 
present  fire  and  casualty  income  statement  does  not  show  the  income 
involved  in  the  unearned  premium  account.  The  result  is  that,  in 
case  of  the  federal  and  of  some  state  taxes  upon  net  income  of  fire 
and  casualty  companies,  the  base  is  limited  and  defined  in 
accordance  with  current  insurance  accounting  and  represents  only 
partial  net  income  at  some  times  and  excess  income  at  others.  Time, 
however,  does  not  permit  full  explanation  of  this  technical  matter.^^ 

The  determination  of  net  income  of  stock  life  companies  is  much 
more  difficult.  The  difficulties  here  arise  not  only  from  the  character 
of  life  insurance  accounting  but  also  from  the  nature  of  the  business. 

It  is  at  present  impossible  to  derive  from  the  records  of  a  year's 
operation  of  a  stock  life  company  the  net  income  according  to  the 
accepted  meaning  of  that  term.  The  experience  of  the  federal 
government  from  1909  to  1921  in  attempting  to  place  life  insurance 
companies  on  the  same  tax  basis  as  other  corporations  was  quite 
unsatisfactory.  The  present  base  introduced  in  1921  does  not  include 
income  from  underwriting  as  well  as  investment  operations  and  Is 
far  from  satisfactory.  Some  of  the  states,  however,  are  using  the 
federal  formula.^"* 

The  above  discussion  shows  the  undesirability  of  using  the  cus- 
tomary bases  of  business  taxation  for  stock  insurance  companies. 
The  need  of  a  separate  base  is  equally  great,  however,  in  the  case 
of  mutual  companies.     Since  the  latter  have  no  capital  stock  that 

^^  See,  for  instance,  National  Industrial  Conference  Board,  "  The  Fiscal 
Problem  in  New  York  State  " ;  Jensen,  "  Survey  of  Colorado  Tax  System," 
p.  149 ;  Report  of  the  Joint  Legislative  Committee  on  Taxation  of  Iowa, 
I930>  P-  65 !  Report  No.  6  of  the  New  Jersey  Commission  to  Investigate 
County  and  Municipal  Taxation  and  Expenditures,  p.  221  ;  Memorandum 
No.  13  submitted  by  Spengler  and  Feitler  to  the  New  York  Commission  for 
Revision  of  Tax  Laws  (1932),  p.  7;  Report  of  Tax  Revision  Commission 
of  Utah,  1929,  p.  75;  Report  of  North  Carolina  Tax  Commission,  1930,  p. 
170;  Report  on  a  Survey  in  New  Hampshire,  Institute  of  Government  Re- 
search of  the  Brookings  Institution,  1932,  p.  553. 

^~  See,  for  instance,  H.  B.  Spaulding,  The  Income  Tax  in  Great  Britain 
and  the  United  States,  p.  98. 

13  For  more  complete  treatment  see  the  writer's  article  in  Journal  of  Polit- 
ical Economy,  June,  I934.  PP-  351-352  and  p.  3S8. 

1*  For  a  more  extended  discussion  of  the  accounting  difficulties  of  deter- 
mining net  income  of  stock  life  companies,  see  Journal  of  Political  Economy, 
June,  1934,  pp.  359-363- 
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basis  is  eliminated.  In  states  which  tax  other  business  through 
property  taxes,  such  taxes  are  not  suitable  for  mutual  companies 
(or  for  stock  companies  for  that  matter)  since  most  of  the  assets 
of  such  concerns  are  in  the  form  of  intangibles  which  are  always 
ineffectively  assessed.'"'  The  determination  of  net  income  of  the 
mutual  companies  is  complicated  by  the  payment  of  "  dividends  "  to 
policyholders.  With  reference  to  this  point  Professor  R.  J\I.  Haig 
has  recently  said :  "'  As  a  matter  of  fact  the  mutual  company  does 
often  earn  a  true  business  profit,  but  it  is  hidden  in  the  '  dividends  ' 
and  could  be  segregated  only  by  the  use  of  arbitrary  methods  based 
on  general  assumptions  which  in  particular  cases  would  not  conform 
to  the  facts."  ^''  In  view  of  the  inadvisibility  of  applying  to  insur- 
ance companies  many  of  the  present  bases  of  taxation  of  business, 
the  writer  will  later  in  this  paper  make  some  suggestions  as  to 
what  seem  to  him  the  most  desirable  bases  of  taxation  of  the  in- 
surance business. 

3.  The  Need  of  Uniformity  in  the  Taxation  of  Insurance 

Present  taxation  of  insurance  companies  by  the  states  is  marked 
by  an  extraordinary  lack  of  uniformity  within  a  given  state  and  as 
between  the  various  states.  There  are  differences  both  as  to  burden 
and  bases  within  the  states.  Differentiation  exists  between  stock 
and  mutual  companies,  between  fire,  casualty  and  life  companies 
in  many  cases,  and  between  domestic  and  outside  companies.  Such 
differentiation  adds  to  the  complexities  of  tax  administration,  in- 
creases the  burden  of  accounting  and  reporting  for  the  companies 
and  creates  inequities  in  the  distribution  of  the  tax  burden. 

Such  differentiation  is  in  the  writer's  opinion,  not  sufficiently 
justified  by  the  diff'erences  in  the  types  of  companies  or  by  other 
considerations.  Why  should  not  mutual  companies  be  subjected  to 
the  same  base  and  rate  of  tax  as  the  stock  companies  if  the  tax  is 
to  be  considered  a  business  tax  ?  If  it  be  argued  that  nmtual  com- 
panies are  not  profit-making  enterprises,  it  must  be  at  least  admitted 
that  the  policyholders  are  the  beneficiaries  of  their  operations.  It 
is  difiicult  to  see  why  a  business  run  in  the  interest  of  policyholders 
should  not  as  a  business  be  taxed  like  a  business  run  in  the  interest 
of  both  stockholders  and  policyholders.  If  the  incidence  of  the 
taxes  upon  both  stock  and  mutual  companies  is  upon  the  policy- 
holders there  is  still  less  reason  for  differentiation.  If  it  is  desired 
to  tax  the  stockholders  in  the  stock  company,  in  addition  to  the  tax 
upon  the  business,  they  may  be  reached  by  other  taxes. 

^^  Institute  of  Government  Research,  Brookinjjs  Institution,  op.  cit.,  p. 
553. 

^8  Report  submitted  to  the  New  York  State  Commission  for  the  Revision 
of  the  Tax  Laws,  Report  of  the  Commission,  p.  187. 
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It  is  also  urged  that  life  insurance  companies  should  be  taxed 
more  leniently  than  other  insurers.  Why  ?  Are  the  life  companies 
performing  a  service  so  much  more  desirable  than  fire  and  casualty 
companies  ?  All  are  providing  against  serious  risks.  If  the  pro- 
vision of  life  insurance  is  more  of  a  social  service,  is  that  ground 
for  differential  tax  treatment? 

The  discrimination  against  out-of-state  concerns  in  many  states 
is  also  unjustifiable.  Such  unequal  treatment  of  competing  concerns 
to  encourage  home  enterprise,  if  carried  to  an  extreme,  might  pre- 
vent the  desirable  growth  of  companies  and  the  proper  distribution 
of  risks.  The  writer,  therefore,  commends  the  policy  advocated  by 
the  Institute  of  Government  Research  for  New  Hampshire  to  the 
effect  that  ''  Insurance  company  taxes  should  be  reorganized  for 
the  purpose  of  establishing  a  system  which  will  apply  uniformly  and 
universally  to  all  competing  concerns  in  the  insurance  business  and 
which  will  be  administered  as  a  unit  in  its  proper  relation  to  the 
revenue  system  as  a  whole."  ^^ 

4.  Disadvantages  of  Retaliation  in  Insurance  Taxation 
One  of  the  most  serious  obstacles,  however,  to  proper  reform  of 
insurance  taxation  is  the  prevailing  practice  of  retaliation  in  the 
taxation  of  "  other  state  "  companies  by  many  states.  By  "  other 
state  "  companies  is  meant  companies  of  other  states  of  the  United 
States  and  not  of  foreign  countries.  This  practice  of  retaliation  is 
widespread  and  in  many  states  is  of  long  standing.  It  is  sometimes 
referred  to  as  reciprocal  taxation  but  should  more  properly  be  de- 
scribed as  retaliatory.  Such  retaliation  takes  two  forms.  One  type 
is  found  now  in  only  two  states — Connecticut  and  New  Jersey — ac- 
cording to  information  available  to  the  writer.  In  Connecticut  it 
applies  to  all  "  other  state  "  insurance  companies  and  in  New  Jersey 
to  life  companies  only.  Under  this  plan  no  independent  base  or 
rate  is  established  by  law  for  outside  concerns  doing  business  within 
the  borders  of  these  states,  such  concerns  being  taxed  according  to 
the  laws  applicable  to  ''  other  state  "  companies  in  the  states  in  which 
such  concerns  are  chartered.  The  Connecticut  law,  for  instance, 
reads  as  follows :  "  Every  insurance  company  or  association  incor- 
porated by  or  organized  under  the  laws  of  any  other  state,  and 
admitted  to  transact  business  in  this  state,  and  each  agent  of  every 
such  insurance  company,  shall  pay  the  same  fees  and  taxes  to  the 
insurance  commissioner  of  this  state  as  are  imposed  by  such  other 
state  upon  any  similar  insurance  companies  incorporated  by  or  or- 
ganized under  the  laws  of  this  state  or  upon  the  agents  of  any  such 
companies,  transacting  business  in  such  other  state."  ^^  To  put 
the  matter  simply,  Connecticut  and  New  Jersey  say  to  the  companies 

^^  Report,  op.  cit.,  p.  554. 

^8  Pamphlet  Insurance  Laws  of  Connecticut,  1927,  section  1344,  p.  ^I. 
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of  other  states  doing  business  within  their  borders :  "  We  will  tax 
you  just  as  your  state  taxes  our  companies.  If  your  state  exempts 
our  companies  we  will  exempt  you.  If  your  state  taxes  our  com- 
panies lightly,  we  will  tax  you  just  as  lightly.  If,  however,  your 
state  taxes  our  companies  heavily,  we  will  tax  you  just  as  heavily." 
Thus,  as  any  given  state  raises  its  taxes  on  other  state  companies, 
any  other  state  using  the  retaliatory  plan  would  raise  its  taxes  upon 
the  companies  of  such  given  state  to  the  same  extent.  Though 
reciprocal  in  appearance,  this  plan  may  be  retaliatory  in  effect. 

Under  the  other  type  of  retaliation  prevailing  in  other  states  using 
retaliation,  state  A,  for  instance,  imposes  upon  other  state  companies 
a  fixed  rate  on  a  legally  defined  base  but  provides  that,  if  any  state, 
B,  for  example,  imposes  upon  A's  companies  a  higher  tax  than  B's 
companies  would  pay  in  A  under  A's  law,  B's  companies  shall  pay 
in  A  according  to  B's  law.  State  more  simply,  state  A  says,  "  We 
will  tax  other  state  companies  at  such  and  such,  but  if  any  state 
taxes  our  companies  more  heavily  than  this,  we  will  retaliate  to 
the  amount  of  the  difference."  This  prevailing  type  of  retaliation, 
thus,  assures  the  states  of  a  definite  minimum  tax  upon  outside  con- 
cerns and  at  the  same  time  provides  penalties  against  companies 
coming  from  states  imposing  high  rates  upon  "  other  state "' 
companies. 

From  the  state  point  of  view,  there  are  several  disadvantages  in 
such  retaliatory  taxation  of  non-domestic  insurance  companies. 
Under  the  Connecticut  and  New  Jersey  plan,  for  instance,  Connecti- 
cut life  insurance  companies  are  entierly  exempt  from  insurance 
taxation  in  New  Jersey  and  New  Jersey  life  companies  pay  no 
insurance  taxes  in  Connecticut.  If  this  method  were  extensively 
used,  taxation  of  insurance  would  be  limited  to  the  home  states. 
It  is  probably  for  this  reason  that  the  other  plan  of  a  statutory  tax 
plus  retaliation  is  used  by  other  states.  It  is  significant  to  note  in 
this  connection  that  Wisconsin  in  1927  abandoned  the  Connecticut- 
New  Jersey  method  of  taxing  other  state  life  companies  and  intro- 
duced the  other  retaliatory  plan.  The  writer  understands  that 
other  states  once  using  the  Connecticut-New  Jersey  method  have 
abandoned  it,  but  has  not  had  the  time  to  trace  the  history  of  this 
plan  in  other  states.  Another  obvious  consequence  of  retaliation  is 
that  taxation  of  non-domestic  companies  in  a  given  state  is  governed 
by  the  legislation  of  other  states,  and  not  by  the  revenue  needs  of 
the  retaliating  state  or  by  the  comparative  tax  burden  upon  other 
business  in  that  state.  The  taxes  fluctuate  independently  either  of 
fiscal  or  equity  considerations.  Thus,  in  the  field  of  taxation  of 
other  state  insurance  companies  a  strange  canon  of  taxation  appears. 
It  might  be  worded  as  follows :  "  Taxes  should  be  used  as  devices 
to  control  the  taxes  of  other  states."  Under  such  conditions  a  state, 
through  fear  of  retaliation,  may  actually  be  prevented  from  imposing 
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upon  other  state  insurance  companies  such  taxes  as  they  should 
fairly  pay  in  comparison  with  the  tax  burden  upon  other  business 
within  its  borders. 

Another  disadvantage  in  the  retaliatory  practice  is  the  adminis- 
trative burden,  imposed  upon  the  taxing  officials  of  a  retaliatory 
state,  of  assessing  many  companies  on  the  various  bases  prevailing 
in  other  states.'"  The  laws  must  be  interpreted,  the  rulings  and 
court  decisions  governing  these  laws  must  be  known,  different 
forms  and  methods  of  reporting  must  be  required.  The  complexities 
are  increased  by  the  lack  of  uniformity  in  definition  of  taxable  base 
even  in  the  premiums  taxes  in  the  several  states.  More  than  one 
tax  may  be  involved  in  the  case  of  states  in  which  local  taxes  are 
imposed  upon  premiums  and  in  which  certain  special  taxes  such 
as  fire  marshal  and  fire  department  charges  are  levied  upon 
premiums  in  addition  to  ordinary  state  premiums  taxes.  It  is  nec- 
essary to  decide  whether  such  additional  taxes  are  subject  to 
retaliation.  Many  such  questions  have  to  be  settled  by  informal  or 
formal  agreement  with  the  companies  involved.  Incidentally, 
retaliation  in  some  cases  and  lack  of  it  in  others  add  to  the  burdens 
of  the  companies  in  accounting  and  reporting. 

Moreover,  double  taxation  may  sometimes  result  in  the  applica- 
tion of  retaliation.  For  example,  let  us  take  the  case  of  a  parent 
fire  company  owning  a  subsidiary  whose  business  through  rein- 
surance is  ceded  to  the  parent  company.  Both  parent  and  subsidiary 
companies  may  be  domiciled  in  state  A  which  taxes  other  state  com- 
panies on  the  basis  of  premiums  with  deduction  for  reinsurance 
ceded.  Both  companies  may  do  business  in  state  B  which  taxes 
other  state  companies  on  the  basis  of  premium  less  reinsurance 
received.  State  B  may  tax  the  parent  company  on  the  basis  of 
premiums  less  reinsurance  ceded,  the  basis  of  state  A  and  the  sub- 
sidiary company  on  its  own  basis  which  allows  deduction  for 
reinsurance  received.  The  premiums  collected  in  state  B  and  ceded 
to  the  parent  company  would  be  taxed  to  the  subsidiary  and,  then, 
under  the  retaliatory  plan  would  be  taxed  again  to  the  parent  or 
receiving  company  without  deduction.  In  other  words,  state  B  may 
choose  the  method  in  each  case  which  yields  the  maximum  revenue, 
and  in  effect  tax  the  same  premiums  to  both  the  parent  and  sub- 
sidiary company.  This  possibility  of  double  taxation  arises,  of 
course,  from  the  lack  of  uniformity  in  deductions  in  the  several 
states.-" 

'^  See  G.  B.  Young,  "  Some  Economic  Aspects  of  State  Taxation  of  Life 
Insurance,"  Seventeenth  Annual  Meeting  of  the  Association  of  Life  Insur- 
ance Presidents,  1923. 

20  The  writer  is  indebted  to  Mr.  J.  H.  Doyle.  General  Counsel  of  the 
Nationoal  Board  of  Fire  Underwriters,  for  calling  his  attention  to  this 
possibility,  under  retaliation,  of  double  taxation  arising  from  the  differences 
between  the  states  in  the  treatment  of  reinsurance. 
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Retaliation  thus  stands  in  the  way  of  uniformity,  administrative 
simplicity,  and  equity  in  the  taxation  of  insurance.  Its  abandon- 
ment is  necessary  to  the  proper  reform  of  insurance  taxation.  The 
writer  urges  its  abandonment  to  clear  the  way  for  such  reform. 
He  is  comforted  to  find  that  this  association  in  1909  went  so  far  as 
to  pass  a  resolution  to  the  effect  that  "  All  retaliatory  legislation 
(as  to  insurance  taxation)  be  abandoned  as  contrary  to  interstate 
comity."  -^  This  resolution  was  sound  but  it  seems  to  have  had 
very  little  effect  during  the  quarter  century  since  it  was  passed. 

The  reason  why,  with  all  of  its  evils,  retaliation  has  not  ceased 
is  that  the  underlying  cause  of  the  enactment  of  such  legislation 
has  not  been  removed.  The  factor  which  is  responsible  for  the 
continuance  of  such  legislation  is  the  tendency  of  states  which  are 
not  important  centers  of  insurance  companies  to  discriminate  against 
the  companies  which  come  into  their  borders  from  other  states  to 
do  business.  There  is  also  justifiable  fear  that  even  states  which 
do  charter  their  own  companies  will  put  excessive  tax  burdens  upon 
outside  concerns.  The  insurance  interests  themselves  support  the 
retaliatory  clauses  in  their  home  states  as  a  protective  device  against 
unfair  treatment  that  may  be  accorded  them  in  other  states.  It  is 
easy  to  have  sympathy  for  this  viewpoint.  In  order  to  make  possible 
the  repeal  of  the  retaliatory  clauses,  therefore,  the  states  must  adopt 
a  policy  of  "  live  and  let  live  "  with  reference  to  one  another's  com- 
panies, exhibit  real  interstate  comity,  and  cease  discrimination 
against  the  outside  concerns.  Needless  to  say,  the  members  of 
this  association  can  do  much  to  remove  the  underlj^ing  condition 
which  gives  rise  to  retaliation  if  they  will  interest  themselves  in 
the  problem. 

5.  The  Best  Base  for  Taxation  of  Insurance  Companies 

The  most  important  step  in  the  achievement  of  uniformity  of 
taxation  of  insurance  companies  is  agreement  upon  a  uniform  base 
of  taxation.  To  this  end  the  writer  makes  the  following  suggestion 
as  to  base.  The  suggestion  is  put  forward  for  consideration.  If  it 
is  not  satisfactory,  I  hope  that  others  will  make  other  suggestions 
until  agreement  can  be  reached.  The  base  here  suggested  is  gross 
income,  to  be  used  in  the  case  of  all  companies,  stock  and  mutual, 
fire,  casualty  and  life.  The  gross  income  of  an  insurance  company 
arises  from  two  sources — underwriting  and  investment,  and,  thus, 
consists  of  premiums  received  and  investment  earnings.  The  objec- 
tions to  gross  income  taxation  are,  of  course,  well  known.  There 
are,  however,  two  considerations  in  favor  of  its  adoption  for  in- 
surance companies.  The  first  is  that  there  is  apparently  no  other 
base,  as  we  have  already  seen,  which  will  avoid  accounting  diffi- 
culties  and   meet   the   need    for    administrative    simplicity    and    for 

21  Proceedings  oj  the   Third  International  Tax  Conference,  p.  2g. 
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<:onvenience  to  the  taxpayers.  At  any  rate  no  better  base  seems 
possible  until  insurance  accounting  is  changed  to  meet  the  demands 
of  taxation.  The  second  consideration  is  that  partial  gross  income 
— premiums — is  already  in  use  in  most  of  the  states. 

The  writer  is  aware  that,  in  advocating  the  inclusion  of  invest- 
ment income  in  the  tax  base,  he  is  going  counter  to  the 
recommendations  of  several  recent  tax  reports  which  have  urged 
the  continuance  or  adoption  of  premiums  alone  as  the  base.--  The 
•only  difference,  however,  is  that  I  propose  a  more  inclusive  base. 
We  are  at  least  in  agreement  in  favoring  some  form  of  gross 
receipts. 

The  combined  base  of  premiums  plus  investment  receipts  is,  how- 
ever, in  my  opinion  more  in  accord  with  the  realities  of  the  business. 
A  modern  insurance  company  does  not  make  profits  from  premiums 
alone  or,  if  you  will,  pay  losses  from  premiums  alone.  The  invest- 
ment operations  are  an  important  part  of  the  business  of  a  mutual 
or  stock  insurance  company.  In  fact  some  insurance  companies  are 
more  nearly  investment  companies  than  underwriters.  The  premiums 
receipts  of  various  companies  bear  no  constant  ratio  to  their 
investment  income.  Thus,  the  premiums  may  not  be  a  dependable 
index  of  total  income.  Especially  is  this  true  of  the  premiums 
receipts  from  a  given  state.  Of  course,  it  may  be  argued  that  the 
investment  income  belongs  not  to  the  company  but  to  the  policy- 
holders and  that  taxes  upon  it  fall  upon  the  policyholders,  but  the 
same  may  be  said  also  of  taxes  upon  the  premiums. 

The  inclusion  of  investment  income  also  recognizes  the  claim  of 
the  home  state  to  tax  the  results  of  the  large  investment  operations 
carried  on  by  companies  at  their  home  offices.  Rightly  or  wrongly, 
some  of  these  states  such  as  Connecticut,  for  instance,  might  demand 
the  right  to  tax  investment  gains  though  such  receipts  may  be  taxed 
•elsewhere  at  the  source.  Such  double  taxation  exists  in  other 
instances  in  many  states  and  we  might  as  well  be  practical  in 
recognizing  this  fact  in  constructing  a  base.  Connecticut,  for  in- 
stance, has  for  some  time  been  taxing  her  mutual  companies  on 
the  basis  of  their  gross  investment  income.  Wisconsin  has  also 
been  doing  the  same  thing  in  the  case  of  her  life  companies.  The 
suggested  base  is  thus  but  a  combination  of  the  prevailing  premium 
base  and  the  Connecticut-Wisconsin  base. 

As  to  allocation  of  the  base,  the  premiums  would  be  allocated  for 
taxation,  as  is  generally  done  at  present,  to  the  states  in  which  the 
business  is  written,  i.e.,  according  to  the  residence  of  life  policy- 
holders and  according  to  the  situs  of  fire  and  casualty  risks.  The 
writer  would  also  suggest,  as  an  ideal,  the  allocation  of  the  invest- 
ment   income.-'^      I    would    allocate    it    to    the    various    states    in 

--See  the  references  in  footnote  number  ii. 

-3  See  his  article  in  the  Journal  of  Political  Economy  for  Tune,  IQ34, 
p.  368. 
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proportion  to  the  percentage  of  the  total  premiums  arising  from 
each  state.  This  method  is  based  upon  the  assumption  that  the 
investment  receipts  arise  chiefly  from  the  investment  of  the 
premiums.  In  the  case  of  stock  companies,  the  portion  of  the 
investment  earnings  attributable  to  the  invested  capital  could  be 
allocated  to  the  home  state  in  the  proportion  which  the  capital  bears 
to  the  premiums,  or  by  some  other  more  equitable  method.  If  this 
method  were  adopted,  each  state  would  then  tax  every  insurance 
company,  other  state  and  domestic,  doing  business  within  its  borders 
on  premiums  arising  within  the  state  plus  the  allocated  portion  of 
the  investment  income. 

Allocation  of  investment  income  may,  however,  not  be  acceptable 
in  the  case  of  domestic  companies.  Wisconsin  and  Connecticut  do 
not  now  allocate  the  investment  income  of  their  companies  which 
they  tax  on  that  basis.  Aluch  can  be  said  for  not  allocating  it. 
Without  allocation  of  investment  income,  the  base  for  domestic 
companies  would,  thus,  be  home  premiums  plus  total  investment 
receipts  properly  defined.  The  base  for  other  state  companies  would 
be  only  premiums  arising  within  the  taxing  state.  Though  the  base 
would  differ  for  the  domestic  and  other  state  companies,  uniformity 
otherwise  would  exist,  if  the  two  bases  were  uniformly  defined 
throughout  the  states. 

The  definition  of  the  base  involves  deductions  and  exclusions. 
Time,  however,  does  not  permit  a  full  discussion  of  these  matters. 
The  writer  will,  therefore,  indicate  very  briefly  the  deductions 
which  he  thinks  should  be  permitted  in  the  case  of  investment 
income  and  of  premiums.  If  stability  of  revenue  is  desired,  it 
doubtless  would  be  best  to  exclude  capital  gains  from  investment 
income  and  to  allow  no  deductions  for  capital  losses.  It  would 
probably  be  necessary  to  exclude  interest  from  tax  exempt  bonds 
in  view  of  the  Supreme  Court  decision  in  Northwestern  Mutual 
Life  Insurance  Company  v.  Wisconsin  in  which  the  court  held  in 
1927  that,  under  a  privilege  tax,  tax-exempt  income  could  not  be 
taxed  as  a  part  of  the  gross  investment  income  of  an  insurance 
company.-'*  This  decision  antedated  the  Macallen  case  and  may  not 
be  rendered  invalid  by  the  decisions  in  the  Pacific  Company  v. 
Johnson,  and  Northern  Finance  Corporation  v.  Lynch.  Thus,  in- 
vestment income  would  consist  of  dividends,  rents,  and  interest 
other  than  from  tax-exempt  bonds.  No  deduction  would  be  given 
in  the  case  of  life  insurance  companies  for  interest  to  maintain  the 
reserve,  if  uniformity  of  base  for  fire,  casualty  and  life  companies 
is  to  be  maintained.  The  question  of  allowing  a  credit  for  such 
reserve  interest  in  the  computation  of  gross  income  is  a  matter  on 
which  there  may  be  difference  of  opinion,  but  time  again  does  not 
permit  its  discussion. 

-*  275  U.  S.  136. 
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In  the  case  of  premiums,  deductions  should  be  allowed  for  return 
premiums  and  for  dividends  to  policyholders.  A  uniform  method 
of  treating  reinsurance  should  also  be  adopted.  At  present  some 
states  allow  deductions  for  reinsurance  received  by  licensed  com- 
panies and  some  for  reinsurance  paid  or  ceded  to  licensed  companies. 
The  most  prevalent  practice  is  to  allow  deduction  for  reinsurance 
ceded  so  that  the  tax  is  collected  from  the  licensed  company  ulti- 
mately receiving  the  business.  It  is  claimed,  however,  that,  when 
deductions  are  given  for  reinsurance  received  and  the  taxes  are 
collected  only  on  direct  business  written,  there  is  less  administrative 
difficulty  in  following  up  the  ceded  business  to  make  sure  that  all 
taxes  are  paid.--'  In  the  interest  of  uniformity,  all  states  should 
adopt  one  method  of  deduction  or  the  other. 

6.  Need  of  a  Measure  of  Relative  Tax 

Burden  of  Insurance 

A  great  need,  however,  remains  to  be  met  after  uniformity  in 
base  is  accomplished.  That  is  for  some  method  of  measuring  the 
comparative  burden  of  taxation  upon  insurance  companies  with 
reference  to  that  upon  other  business  in  a  given  state.  With  the 
present  lack  of  knowledge  of  the  true  income  of  insurance  companies, 
it  is  difficult  to  compare  their  relative  tax  burden,  and  to  adjust  it 
with  reference  to  other  business.  It  may  be  well  for  the  tax 
authorities,  therefore,  to  urge  upon  the  insurance  interests  to 
cooperate  with  them  in  the  development  of  some  yardstick  which 
will  be  adequate  for  comparing  tax  burden  though  not  trustworthy 
to  levy  taxes  upon.  The  insurance  officials  could  doubtless  do  more 
to  relieve  their  companies  of  alleged  excessive  taxation  by  evolving 
such  a  yardstick  than  by  merely  protesting  against  their  taxes. 

7.  Proper  Authority  for  Administration 

OF  Insurance  Taxes 

In  many  states,  the  insurance  departments  are  charged  with  the 
responsibility  of  administration  and  collection  of  some  or  all  of  the 
insurance  taxes.  It  is  easy  to  understand  how  this  practice  began 
when  insurance  taxes  were  only  sufficient  to  cover  the  cost  of  the 
supervision  of  the  companies  and  were  regarded  as  incidental  to 
such  supervision.  Moreover,  the  very  technical  nature  of  insurance 
was  also  probably  a  reason  for  placing  the  assessment  of  such  taxes 
in  the  hands  of  the  insurance  commissioners.  Recently,  however,  in 
one  or  two  states  there  has  been  a  transfer  of  the  function  of  tax 
assessment  to  the  tax  department.  This  change  should,  in  the 
writer's  opinion,  be  made  in  alj  states.  The  insurance  departments, 
though  competent  in  regulation,  are  not  suited  for  tax  w^ork.  Their 
interest  is  naturally  not  in  the  coordination  of  the  taxation  of  in- 

25  Report  on  New  Hampshire  by  the  Brookings  Institution,  op.  ci/.,  p.  554- 
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surance  companies  with  the  revenue  system  of  a  state  as  a  whole. 
If  the  tax  officials  were  made  responsible  for  all  insurance  taxes 
(except  fees  incidental  to  supervision)  the  chances  would  be 
brighter  for  the  proper  consideration  of  the  tax  problems  involved. 

Chairman  A.  E.  Holcomb  :  I  feel  rather  confident  that  you  will 
all  agree  with  me  that  Mr.  Williamson  has  started  us  thinking 
along  lines  that  we  have  not  thought  of  for  many  years.  I  am 
glad  we  have  this  paper  on  the  program,  because  it  will  call  atten- 
tion to  this  important  subject  that  has  grown  up  while  we  have 
been  thinking  of  other  things. 

Is  there  discussion  of  the  subject? 

Oscar  Leser  (Maryland)  :  I  would  like  to  ask  this  question, 
whether  Professor  Williamson  has  given  any  thought  to  the  legality 
of  the  Connecticut  and  New  Jersey  plans  whereby  they  surrender 
the  right  to  make  their  own  laws  to  other  states.  I  cannot  see 
how  these  states  have  the  right  to  have  the  tax  rate  fixed  according 
to  the  rate  of  some  other  state,  any  more  than  they  can  pass  a  law 
saying  that  the  tax  rate  for  Hartford  should  be  whatever  it  happens 
to  be  in  St..  Louis  that  year. 

K.  M.  Williamson  :  There  are  others  who  may  be  able  to 
answer  that  question  better  than  I.  I  am  not  a  lawyer.  I  think 
it  is  a  very  interesting  question  and  I  think  probably  there  might 
be  answers  to  it.  I  am  surprised  that  the  question  has  never  been 
tested  out. 

Oscar  Leser  :  That  is  surrendering  the  legislative  power  to  an- 
other state. 

Chairman  A.  E.  Holcomb:  Is  there  a  lawyer  here  that  is  spe- 
cialized in  insurance  law? 

Oscar  Leser  :  It  is  a  question  of  constitutional  law.  Do  you 
want  me  to  decide  it? 

Chairman  A.  E.  Holcomb:    Yes. 

Oscar  Leser  :  The  laws  are  unconstitutional.  The  state  of 
Connecticut  has  no  right  to  surrender  its  legislative  power  to  fix 
the  tax  rate  within  its  own  borders  according  to  the  laws  of  some 
other  state,  as  I  say,  no  more  than  it  would  have  the  right  to  say 
that  the  tax  rate  for  the  city  of  Hartford  in  a  given  year  should 
be  whatever  the  tax  rate  in  the  city  of  St.  Louis  was  for  that  year. 

Marion  McKay  (Pennsylvania)  :  Mr.  Chairman,  I  would  like 
to  ask  one  question  which  is  not  quite  in  line  with  the  point  of  the 
paper  that  has  been  presented,  but  since  I  came  to  Boston  a  repre- 
sentative of  one  of  the  prominent  insurance  companies,  I  am  afraid 
there    is   a   movement   on    foot.      I    am    just    asking   tliis    question. 
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whether  it  is  correct  that  they  are  taxing  the  cash  value 
of  insurance  policies  as  property.  I  was  under  the  impression  that 
that  is  being  attacked  in  the  state  of  Illinois.  I  would  like  to  learn 
a  little  more  about  that,  whether  it  is  true.  Is  there  anyone  here 
from  Illinois  who  can  answer  the  question? 

Chairman  A.  E.  Holcomb:     Professor  Leland  has  gone  home. 

Marion  McKay  :  One  other  question :  is  it  correct  that  Minne- 
sota also  follows  what  you  call  the  retaliatory  method? 

Royal  Gushing  (Illinois)  :  In  reply  to  that  first  question,  I 
have  not  been  connected  with  any  insurance  companies  in  Illinois, 
but  I  was  before  our  board  of  tax  appeals  when  the  insurance  com- 
panies in  a  body  were  there  contesting  the  attempt  of  the  assessors 
to  assess  and  allocate  the  value  of  insurance  policies,  based  upon, 
I  think,  the  premiums  paid  out  of  Cook  County,  Illinois,  and  the 
ratio  of  those  premiums  to  total  premiums  collected.  They  had 
several  sessions.  I  heard  several  hours  of  argument,  pro  and  con. 
I  think  the  result  was  that  there  was  some  assessment  reached  on 
this  intangible,  on  the  theory  of  a  good  will  or  a  business  situs  in 
that  state. 

Franklin  S.  Edmonds  (Pennsylvania)  :  That  was  not  assessed 
against  the  policyholder. 

Royal  Cushing:  That  was  not  assessed  against  the  policyholder 
but  against  the  company.  It  was  argued  that  the  policy  is  a  lia- 
bility of  the  company  and  not  an  asset,  by  some  of  the  insurance 
members,  but  it  was  shown  that  in  the  case  of  companies  in  the 
hands  of  receivers,  disposing  of  assets  of  a  company,  that  the 
amount  of  those  policies  was  a  very  decided  asset  of  the  company 
when  it  came  to  disposal  of  them,  measured  in  dollars  and  cents. 

Chairman  A.  E.  Holcomb:     Shall  we  hear  from  someone  else? 

James  Mussatti  (California)  :  I  would  like  to  ask  Dr.  William- 
son whether  he  has  given  any  consideration  to  the  taxation  of 
annuities.  There  seems  to  be  a  movement  in  certain  sections  of 
the  country  for  the  local  assessors  to  capitalize  annuities  and  then 
tax  them  as  intangibles  at  a  low  rate. 

K.  M.  Williamson:    In  the  hands  of  the  annuitant? 

James  Mussatti  :    Yes. 

K.  M.  Williamson  :  I  have  not  studied  that  aspect,  Mr. 
Chairman. 

Chairman  A.  E.  Holcomb  :  I  recognize  the  gentleman  over 
here,  who  I  think  wishes  to  say  something. 


410  NATIONAL  TAX  ASSOCIATION 

Gilbert  Freeman  (Florida)  :  I  wanted  to  know  if  Dr.  Wil- 
liamson has  any  thoughts  on  the  question  of  situs  in  this  taxing  of 
investments  of  insurance  companies. 

Chairman  A.  E.  Holcomb  :  With  respect  to  the  insurance 
company. 

Gilbert  Freeman  :  Yes,  under  the  intangible  laws — the  question 
of  situs. 

Chairman  A.  E.  Holcomb  :  I  suppose  he  will  have  to  tell  you 
that  he  is  not  dealing  with  the  individual;  he  is  dealing  with  the 
insurance  companies. 

Gilbert  Freeman  :  I  assume  the  situs  is  at  the  home  of  the 
corporation  owning  these  investments.     How  will  we  reach  them? 

K.  M.  Williamson  :  I  had  given  thought  to  it.  I  meant  to 
imply  that  I  would  prefer  to  see  the  investment  earnings  of  a  given 
company  allocated  between  the  states  and  on  the  basis  of  the  source 
or  origin  of  the  premium  received,  but  that  probably  is  a  counsel 
of  perfection;  and  the  domestic  company's  state  may  not  be  willing 
to  surrender  the  right  to  tax  the  entire  investment  receipts  because 
carried  on  through  investment  operations  within  their  own  borders. 
That  is  a  very  debatable  question,  as  you  know,  and  there  are 
many  points  of  view  to  that  question,  whether  it  should  be  origin 
or  point  of  receipt.  There  is  this  new  principle  of  integration  which 
Mr.  Harding  talks  about  in  his  new  book  on  double  taxation.  It 
is  a  very  deep  question  and  I  am  giving  my  view  on  it,  but  I  am 
not  sure  it  is  correct. 

Chairman  A.  E.  Holcomb  :  Anybody  else  who  has  anything  to 
contribute  towards  that  subject? 

Henry  F.  Long  (Massachusetts):  Just  a  few  observations: 
the  first  one  is  that  I  was  discourteous  enough  to  Professor  William- 
son not  to  remain  here  during  the  entire  presentation  of  his  paper. 
I  wish  now  that  I  had  asked  to  have  the  opportunity  of  seeing  it 
before  he  delivered  it. 

It  seems  to  me  that  this  is  a  very  important  subject  in  the  delib- 
erations of  this  association.  So  far  as  I  know,  it  is  the  first  time 
that  this  association,  at  least  within  recent  years,  has  considered 
the  taxation  of  insurance  companies.  I  was  particularly  pleased 
with  one  part  of  Professor  Williamson's  paper,  which  indicated  a 
basic  thought  which  I  cannot  possibly  give  up,  and  that  is  that  this 
tax,  like  all  other  taxes,  should  be  administered  by  the  tax  adminis- 
trative branch  of  government,  instead  of  by  the  insurance  branch 
of  government.  I  think  he  emphasized  that  the  insurance  branch 
of  government  should  have  more  to  do  with  the  regulatory  adminis- 
tration of  insurance  companies  rather  than  the  taxing  of  them. 
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I  have  heard  a  great  many  insurance  commissioners  talk  about 
insurance  taxes,  and,  with  all  due  respect  to  them,  it  never  has 
seemed  to  me  that  they  had  any  concept  whatever  of  the  tax  end 
of  the  problem  which  they  are  undertaking  to  handle ;  and  it  seems 
to  me,  from  the  insurance  point  of  view,  the  development  of  insur- 
ance taxation  has  been  either  retarded  or  kept  in  a  favored  position 
or  possibly  not  moved  into  a  favored  position  because  it  was  being 
administered  by  a  branch  of  government  that  was  primarily  con- 
cerned with  the  raising  of  revenue.  I  have  sensed  that  there  is  a 
feeling  on  the  part  of  insurance  commissioners  that  there  should 
be  relief  in  the  form  of  freedom  from  taxation  for  insurance  com- 
panies, on  the  general  theory  that  that  would  seep  through  to  the 
benefit  of  the  policyholder.  I  am  not  certain  whether  Professor 
Williamson  covered  that  point  or  not,  but  it  seems  to  me  he  did  at 
least  in  part  give  us  the  path  down  which  we  would  go  to  reach 
an  answer  to  this  general  question. 

An  insurance  company,  after  all,  has  no  rights  which  are  natural 
rights  and  like  every  other  corporate  body,  it  is  necessary  to  have 
the  authority  of  the  state  for  the  group,  whether  they  wish  to 
operate  mutually  or  as  a  stock  company.  Those  rights  can  be 
allowed  to  them  only  through  the  charter-giving  powers  of  the 
state.  Therefore,  there  seems  to  be  reason  for  taxation  of  that 
particular  activity. 

The  second  step  is  the  character  of  activity ;  and  I  think  Professor 
Williamson  has  called  sharp  attention  to  it.  The  first  aspect  is 
that  there  are  premiums  that  accrue  to  the  corporation  by  the  pur- 
chase of  policies,  whether  on  life  or  on  property  or  as  against 
accident  or  as  against  theft.  There  is  the  second  aspect  of  it  where 
there  are  reserves  set  up  to  take  care  of  policies,  and  that,  inci- 
dentally, varies  in  different  states  of  the  union,  depending  upon  the 
political  philosophy  of  the  particular  state — terms  of  security  back- 
ing the  policies  put  out  by  the  companies,  or  accepted  by  their 
citizens ;  the  third  aspect  is  an  important  one,  the  aspect  Mr.  Wil- 
liamson made  very  clear,  which  is  the  investment  end  of  it.  I 
think  it  is  safe  to  say  that  the  presidents,  speaking  generally,  or 
some  prominent  officers  of  our  large  insurance  companies,  for  a 
long  while  have  been  more  seriously  engaged,  day  by  day,  in  the 
transfer  of  one  class  of  investment  to  another,  the  investment  end 
of  the  business  thus  seeming  to  be  the  basic  idea  of  insurance. 
Therefore,  I  come  back  to  the  point  which  I  hope  will  be  well 
developed,  either  now  or  at  some  future  session  of  the  conference, 
as  to  just  how  there  should  be  an  approach  to  the  taxation  of  the 
insurance  companies. 

I  did  not  get  the  benefit  of  Professor  Williamson's  paper  to  the 
extent  that  he  may  have  devoted  any  time  to  marine  insurance, 
which,   in    New   York   and    Pennsylvania   at   least,   and    perhaps    in 
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other  states,  has  been  separated  in  respect  to  tax  determination, 
from  the  other  classes  of  business  which  insurance  companies  may 
engage  in,  and  then  the  differential  in  rates  as  between  one  class 
of  business  and  another  class  of  business.  It  seems  to  me  that 
ultimately  there  will  be  a  general  readjustment  of  insurance  taxa- 
tion on  the  basis,  perhaps  in  part,  of  capital  values,  in  part  on 
income,  and  in  part  on  premiums.  If  Professor  Williamson  has 
not  covered  that  particular  suggestion,  I  am  going  to  suggest  that 
for  further  development,  or,  for  a  further  topic  of  discussion,  we 
might  think  in  the  terms  of  possibilities  of  combining  the  premium 
feature,  the  reserve  feature  and  the  profits  on  investments,  whether 
by  way  of  exchange  or  by  way  of  interest  and  dividends,  as  the 
base  upon  which  the  determination  of  the  insurance  company  taxa- 
tion shall  be  reached. 

Chairman  A.  E.  Holcomb  :  There  has  just  been  submitted  to 
me  a  resolution,  and  the  chairman  of  the  resolutions  committee  has 
gone.  I  have  nothing  to  do  with  this  except  to  read  it.  A  gentle- 
man has  submitted  a  resolution  asking  that  mimeographed  or 
multigraphed  advance  copies  of  the  proceedings  of  this  conference 
be  made  available  by  December  1,  at  a  cost  sufficient  to  provide  for 
such  work.  It  is  stated  that  the  reason  for  this  motion  is  that  by 
far  the  large  majority  of  legislatures  convene  in  January,  and  as 
the  final  printing  and  the  issuance  of  this  report  will  be  much 
later,  the  value  of  our  work  here  now  can  be  of  no  immediate 
measureable  value  so  far  as  legislation  is  concerned. 

We  are  familiar  with  that,  gentlemen,  and  we  appreciate  the 
weight  of  it,  and  I  suppose  the  chairman  of  the  resolutions  commit- 
tee will  carefully  consider  it,  as  it  goes  to  him  automatically  under 
our  by-laws. 

We  shall  go  now  to  the  next  topic,  which  leaves  us  rather  free, 
because  Dr.  Lutz  has  gone  to  Maine  to  tell  them  how  to  do  things 
up  there.  That  leaves  us  plenty  of  time  to  listen  to  another  one 
of  our  old-time  friends  who  has  done  hard  work  for  the  National 
Tax  Association  a  great  many  times.  It  is  the  topic  of  Control  of 
Public  Expenditures.  His  angle  is  control  through  the  control  of 
the  budget,  that  is,  whether  the  budget  can  do  it  or  whether  you 
have  tax  limitation  or  whether  you  have  referendum.  I  suppose 
those  three  alternatives  exist.  Now,  that  is  very  interesting  to  me, 
because  I  have  heard  of  it  so  often.  I  should  like  to  know  how 
you  are  going  to  control  it  through  the  budget.  Professor  Brindley 
is  one  of  our  oldest  members.  He  has  done  a  lot  of  work  in 
different  sections  of  the  country  of  a  research  character,  and  is  now 
director  of  research  of  the  state  board  of  assessment  of  Iowa — Dr.^ 
J.  E.  Brindley. 
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LOCAL  AXD  STATE  BUDGET  CONTROL 

JOHN    E.    BRINDLEY 

In  1912,  property  paid  97.1  percent  of  all  state  and  local  taxes  in 
Iowa.  By  the  gradual  introduction  of  special  forms  of  taxation — 
nine  in  all  down  to  1934  when  the  three-point  tax  bill  was 
passed — the  relative  amount  paid  by  property  dechned  to  76  percent 
in  1934.  As  a  result  of  the  enactment  of  a  personal  and  corporation 
net  income  tax  and  retail  sales  tax,  property  in  1935  is  estimated 
to  pay  59.1  percent  and  the  other  twelve  forms  of  special  taxation 
40.9  percent  of  the  entire  state  and  local  tax  burden. 

The  results  for  state  finance  are  even  more  striking,  showing 
that  property,  which  paid  72.8  percent  of  the  levy  for  general  state 
purposes  in  1912,  gradually  declined  to  54.8  percent  in  1928,  56.2 
percent  in  1932,  and  59.6  percent  in  1933,  with  the  remarkable 
drop  to  21.7  percent  in  1934,  and  nothing  at  all  in  1935  for  the 
reason  that  revenue  from  the  three-point  tax  law  was  substituted 
for  one-half  of  the  property  tax  levy  for  1934  and  completely 
eliminated  the  property  levy  for  1935.  As  a  result  of  the  new 
legislation,  property  will  pay  no  regular  state  levy  for  1935. 

Moreover,  the  net  income  and  retail  sales  tax  law  has  made 
everyone  in  Iowa  a  taxpayer  and,  therefore,  has  resulted  in  a 
greater  amount  of  "  tax  consciousness  "  than  ever  before,  which, 
it  is  believed,  will  have  a  direct  and  powerful  effect  on  control  of 
state  and  local  public  expenditures  in  years  to  come.  The  problem 
now  is  to  translate  this  general  "'  tax  consciousness  "  resulting  from 
universal  taxation  into  scientific  budget  procedure.  The  purpose  of 
this  paper  is  to  review  briefly  this  particular  aspect  of  the  financial 
problem. 

Tax  .\nd  Debt  Limit.\tioxs 

Tax  and  debt  limitations  may  be  constitutional,  statutory,  or  pro- 
vided in  municipal  ordinances.  We  may  have  a  maximum  limitation 
on  the  entire  tax  levy  of  a  given  municipality,  or  we  may  have 
various  tax  limitations  for  specific  purposes  as  is  the  practice  in 
Iowa  and  a  great  many  other  states.  Statutory  tax  rate  and  debt 
limits  are  general  throughout  the  entire  country  except  in  a  few 
New  England  and  Middle  Atlantic  states.  As  a  rule,  tax  rate  limits 
are  generally  accompanied  by  debt  limits  in  order  to  prevent  the 
excessive  use  of  credit  when  additional  taxes  cannot  be  levied.  In 
some  states,  however,  as  in  Oregon  and  Ohio,  this  practice  did  not 
prevail  in  the  past,  resulting  in  a  very  unusual  increase  of  debt 
service  after  the  tax  limits  had  been  reached.  Experience  has 
proved  time  and  again  that  little  is  gained  by  rigid  tax  limits  if 
we  allow  the  door  to  be  wide  open  for  the  piling  up  of  debt  service. 
A  common  method  of  control  of  local  indebtedness  is  to  prohibit 
a  local  municipality  from  contracting  debts  in  excess  of  5  percent, 
or  at  most  10  percent,  of  the  assessed  valuation  of  the  property. 
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In  recent  years  an  effort  has  been  made  in  some  states  to  bring 
about  greater  flexibility  in  tax  limit  and  debt  limit  laws.  One 
method  adopted  is  to  allow  an  increase  of  taxes  or  of  debts  on 
referendum  vote  of  the  people  of  a  given  municipality.  In  other 
cases  there  has  been  a  tendency  to  graduate  the  rates  upward  ac- 
cording to  the  population  or  property  valuation  of  the  district 
concerned.  Other  states  provide  an  exemption  of  certain  specific 
rates  from  tax  limits.  In  certain  states  a  common  practice  has  been 
to  allow  a  certain  percentage  of  the  increase  of  expenditure  of  a 
previous  year  or  a  certain  average  of  years.  This  plan  has  generally 
resulted  from  an  effort  to  control  the  amount  of  taxes  which  may  be 
levied  when  fundamental  changes  are  being  made  in  the  method 
of  assessment,  as  in  Iowa  when  we  changed  in  1933  from  assessment 
at  one-fourth  the  value  to  actual  value  of  taxable  property. 

Following  the  above  general  principles  of  expenditure  control 
through  tax  limitation,  Iowa  passed  a  law  in  1931  providing  that 
the  levying  bodies  in  all  taxing  districts  in  the  state  after  computing 
tax  rates  in  the  manner  provided  by  law  should  reduce  all  of  said 
rates  so  that  the  total  funds  raised  by  taxation  would  be  5  percent 
less  than  that  raised  by  the  1930  levy.  In  short,  it  was  an  effort  to 
arbitrarily  reduce  expenditures  5  percent,  with  the  proviso,  however, 
that  this  rule  need  not  apply  in  the  case  of  tax  levies  for  debt 
service  nor  in  the  case  of  a  school  district  which  the  previous  year 
had  levied  5  percent  less  than  the  legal  amount.  This  was  the 
rather  unpopular  Elliott  law,  which  provided  for  an  appeal  to  the 
state  budget  director  in  the  case  of  an  emergency. 

An  even  better  example  of  arbitrary  expenditure  control,  which 
means  tax  levy  control,  is  the  so-called  Beatty-Bennett  law  enacted 
in  Iowa  in  1933  and  providing  that  the  total  rate  of  millage  levy 
of  taxes  in  each  of  the  years  1933  and  1934  for  or  on  behalf  of  any 
taxing  district  in  the  state,  including  special  charter  cities,  shall 
not  exceed  20  percent  of  the  total  rate  of  millage  levy  made  in  the 
year  1930.  Normally  it  would  have  been  25  percent  of  the  levy  for 
1930,  hence  a  20  percent  reduction.  Elaborate  machinery  is  pro- 
vided for  the  actual  working  out  of  this  mandatory  provision  in 
detail  with  an  appeal  to  the  state  budget  director,  who,  for  good 
cause,  might  exempt  a  given  municipality  from  the  rigid  operation 
of  the  act.  It  is,  therefore,  apparent  that  under  the  Elliott  law  for 
1931  and  1932,  followed  by  the  Beatty-Bennett  law  for  1933  and 
1934,  we  have  the  rigid  application  of  certain  arbitrary  principles 
of  tax  control  which  go  back  to  the  very  beginning  of  our  state's 
history.  It  will  be  understood  that  in  1933  the  basis  of  assessment 
was  changed  from  one-fourth  of  actual  value  to  actual  value  of 
taxable  property. 

In  the  absence  of  the  Elliott  law,  followed  by  the  Beatty-Bennett 
law,  we  will  not  know  how  much  reduction  of  taxes  would  otherwise 
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have  been  provided.  That  question  is  problematical.  No  doubt  in 
many  individual  cases  an  arbitrary  limit  does  have  the  result  of 
bringing  about  a  reduction  of  tax  levies  which  otherwise  might 
not  have  been  made.  However,  it  is  an  interesting  fact  that  while 
the  Beatty-Bennett  law  provides  for  a  20  percent  reduction  compared 
with  1930,  we  actually  have  over  a  26  percent  reduction  during 
this  same  period,  which  indicates  that  "  tax  consciousness  "  might 
have  had  even  more  influence  on  the  problem. 

Mechanical  Phases  of  Budgets 
Before  making  a  statement  of  the  deeper  forces  of  the  budgeting 
process,  attention  should  be  directed  to  certain  statistical  data  re- 
quired and  certain  general  forms  which  must  be  followed  as  a 
necessary  background  for  scientific  budget  procedure.  For  example, 
a  large  number  of  states  provide  uniform  accounting  practice, 
while  careful  financial  reports  are  also  required  in  many  cases.  A 
common  and  very  useful  practice  is  the  checking  and  auditing  of 
all  accounts.  When  tlie  budget  and  financial  control  act  was  passed 
in  Iowa  in  1933,  the  auditor  of  state  was  given  sole  authority  to 
audit  not  only  all  accounts  of  the  state,  but  also  the  accounts  of  the 
municipalities,  even  including  recently  the  smaller  school  districts. 
In  short,  what  we  mean  by  certain  mechanical  supports  of  the 
budgeting  process  includes  a  summary  of  all  income  and  expendi- 
tures during  the  preceding  year  and  an  estimate  of  similar  data  for 
the  current  year  as  a  necessary  basis  for  careful  judgment  of  actual 
needs  for  expenditure  during  the  ensuing  biennial  period.  Appro- 
priations for  the  state  are  made,  generally,  for  a  two-year  period, 
and  the  same  is  true  of  financial  reports  in  counties  and  other  mu- 
nicipalities. At  any  rate,  an  accurate  statistical  summary  of  receipts 
and  expenditures  is  necessary  merely  as  a  beginning  of  sane 
budgeting  procedure.  These  mechanical  requirements  are  very  well 
satisfied,  let  us  say,  in  the  local  budget  system  of  Iowa  and  many 
other  states. 

While  a  statement  of  receipts,  estimated  or  actual,  for  a  four-year 
period,  based  on  sound,  uniform  accounting  practice  and  a  careful 
audit,  is  required,  we  may  have,  as  will  be  observed  later,  only  the 
shell  of  proper  budgeting  methods.  Whether  we  have  also  the 
oyster  depends  on  deeper  facts  to  be  observed  in  a  moment. 

State  Supervision  of  Local  Finance 
Under  our  general  plan  of  government,  the  average  American 
state  centralizes  the  enactment  of  law  in  the  legislature  and  decen- 
tralizes the  major  part  of  the  administration  of  law  in  the 
subordinate  local  units  of  government.  In  fact,  all  counties,  town- 
ships, cities  and  towns,  and  other  local  units  are  created  and  may 
at  any  time  be  destroyed  by  act  of  the  state  legislature.  Recently 
there  has  been  a  marked  tendencv  to  have  administration  conform 
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to  the  same  theory  as  legislation,  or  in  a  word,  to  centralize  a  sub- 
stantial part  of  it  under  direct  state  authority.  Hence  we  note  the 
common  practice  of  state  aid,  let  us  say,  for  highways  and  also 
schools  in  a  number  of  states,  with  the  taking  over  by  state  authority 
of  a  substantial  part  of  administrative  control.  Whether  we  like 
it  or  not,  it  is  almost  impossible  to  stay  this  irresistible  tendency 
toward  state  supervision  of  this,  that,  and  the  other  governmental 
activity. 

Very  recently  a  fine  example  of  this  general  tendency  is  the 
effort  in  about  a  dozen  states  to  have  at  least  some  state  supervision 
of  local  finance.  Arizona,  Colorado,  Indiana,  Iowa,  Kansas,  Massa- 
chusetts, Nevada,  New  Mexico,  North  Carolina,  Ohio,  Oklahoma, 
and  Oregon  have  all  done  something,  and  in  three  or  four  cases  a 
very  great  deal,  along  this  important  line.  In  a  number  of  the 
states  mentioned,  state  authority  stops  in  finding  that  the  munici- 
pality has  acted  according  to  law  with  reference  to  tax  levies  and 
bond  issues.  Recently,  however,  North  Carolina,  for  example,  took 
over  practically  all  authority  with  reference  to  local  bond  issues  on 
account  of  the  unfortunate  fact  that  local  credit  had  been  abused 
and  almost  destroyed  in  many  of  the  municipalities.  Special  atten- 
tion should  be  given  to  what  has  been  done  along  the  line  of  state 
supervision  of  local  finance  in  two  or  three  of  the  more  aggressive 
states. 

New  Alexico,  for  example,  has  perhaps  gone  farther  along  this 
line  than  any  other  commonwealth,  and  has  perhaps  as  efficient  and 
well  balanced  a  plan  of  financial  administration  as  any  state  in  the 
union.  This  situation  has  been  brought  about  by  three  cooperating 
factors :  first,  a  live-wire  state  and  county  taxpayers'  association ; 
second,  rather  rigid  maximum  tax  levy  and  debt  limitation  laws ; 
and  finally,  the  state  tax  commission  has  authority  to  hold  public 
hearings  on  budget  estimates,  prescribe  forms  and  procedure  for 
local  officials,  approve  municipal  budgets  in  whole  or  in  part,  and 
amend  or  change  local  budget  estimates.  It  will  be  observed  that 
state  authority  in  New  Mexico  extends  to  both  raising  and  lowering 
local  budgets.  With  greater  administrative  control  of  local  finance 
than  the  state  officials  have  in  other  states,  it  is  gratifying  to  note 
that  this  power  and  authority  has  not  been  exercised  arbitrarily. 
The  whole  plan  is  a  well  balanced  cooperation  of  taxpayers  through 
state  and  county  organization,  local  officials  charged  with  the 
authority  of  making  budget  estimates,  and  state  authority  vested  in 
a  state  tax  commission. 

In  Indiana,  the  original  law  passed  in  1919  conferred  on  the  state 
board  of  tax  commissioners  control  over  all  tax  levies,  with  the 
result  that  taxes  were  immediately  reduced  $11,617,037.  The  battle 
for  so-called  home  rule  caused  the  control  power  of  the  state  board 
to  be  withdrawn  in  1920,  with  the  result  of  an  enormous  increase 
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of  taxes  as  compared  with  the  preceding  year.  In  1921,  as  a  result 
of  this  unprecedented  increase  in  the  tax  burden,  the  state  was 
given  power  to  review  local  budgets,  in  this  case  upon  an  appeal 
of  ten  or  more  taxpayers.  This  plan  of  supervision  on  appeal  of 
local  tax  levies  and  bond  issues  remained  in  force  until  1932,  when 
it  was  modified  by  the  creation  of  the  county  board  of  tax  adjust- 
ments to  administer  the  $1.50  tax  rate  limit.  Prior  to  1932  the 
state  had  direct  authority  to  reduce  local  tax  levies  on  appeal,  but 
under  the  modified  plan  this  appeal  is  limited  to  where  the  county 
board  of  tax  adjustments  declares  that  an  emergency  exists  and 
allows  a  rate  to  be  fixed  in  excess  of  the  statutory  limit.  It  would, 
therefore,  appear  that  the  substance  of  power  with  reference  to  tax 
levies  has  been  removed  back  to  county  authority,  but  the  state  board 
of  tax  commissioners  still  has  the  power  to  approve  or  reduce  the 
amount  of  locally  proposed  bond  issues  upon  appeal  of  ten  or  more 
taxpayers. 

The  most  remarkable  experience  of  Indiana,  both  with  reference 
to  state  control  of  tax  levies  and  bond  issues,  as  compared  not  only 
with  neighboring  states  but  with  practically  every  state  in  the 
Union,  is  again  the  direct  result  not  of  any  one  part  of  the  system, 
but  of  the  integration  of  three  necessary  cooperating  factors :  first, 
a  real  state  and  county  taxpayers'  association  cooperating  with  a 
very  intelligent  farm  bureau  tax  policy;  second,  tax  levy  and  debt 
limitation  laws ;  and  finally,  the  cooperation  of  the  local  municipality 
and  the  state  in  the  final  control  of  local  budget  procedure.  While 
the  state  control  of  bond  issues  which  has  been  so  successful  in 
recent  years  has  not  been  changed  by  the  law  of  1932,  other  states 
will  be  interested  in  the  new  experiment  of  having  a  separate 
county  board  for  the  final  control  of  local  budgets  except,  as  already 
stated,  in  cases  of  emergency. 

In  New  Jersey  a  number  of  helpful  suggestions  were  at  least 
presented  in  bill  form  and  carefully  discussed  before  committees  of 
the  recent  legislature  of  that  state.  These  suggestions  may  be  sum- 
marized as  follows : 

First — A  flat  cut  in  property  tax  levies  of  25  percent  for  1935 
(or  for  schools  the  fiscal  year  1935-36)  as  compared  with  1930; 

Second — For  permission  to  spend  more  than  75  percent  of  the 
amount  required  in  1930,  an  appeal  was  provided  to  the  commis- 
sioner of  local  finance,  who  had  power  and  authority  to  grant  or 
refuse  an  increase  not  later  than  September  15,  subject,  however, 
to  being  overruled  by  referendum  vote  of  the  registered  voters  of 
the  district  in  question;  and 

Third — In  the  case  of  emergency  needs,  an  appeal   is  provided 
only  in  the  event  that  the  normal  5  percent  increase  for  emergency 
purposes  is  not  sufficient. 
27 


418  NATIONAL  TAX  ASSOCIATION 

This  rather  conservative  and  somewhat  elastic  system  of  state 
control  is  certainly  worthy  of  careful  study.  In  the  event  of  a 
referendum  vote,  not  only  is  the  necessary  factual  information 
provided,  but  the  ballot  must  show  the  purpose  of  the  proposed 
increase  in  taxes  and  its  effect  on  the  tax  rate  of  the  local  munici- 
pality. An  appeal  by  referendum  vote  would,  of  course,  mean  very 
little  in  the  absence  of  definite  arrangements  for  publicity  of  all 
necessary  facts. 

The  Iowa  Situation 

The  joint  legislative  committee  on  taxation,  of  Iowa,  in  1923 
made  a  detailed  report  on  state  and  local  budget  needs,  preparing 
bills  to  provide  state  and  local  budget  procedure.  A  large,  rather 
complex  committee  was  suggested  to  have  charge  of  state  finance, 
and  the  recommended  state  board  of  assessment  and  review  was  to 
have  supervision  of  tax  levies  and  bond  issues  on  appeal  from  local 
municipalities.  The  law  as  presented  was  modeled  after  the  Indiana 
plan  of  local  budget  control.  It  should  be  noted  that  the  suggestion 
for  a  state  board  of  assessment  and  review,  made  in  1925,  did  not 
bear  fruit  until  the  latter  part  of  the  session  in  1929. 

The  law  as  finally  passed  in  1924  provided  for  state  supervision 
on  appeal  of  contracts  and  also  of  bond  issues.  The  recommenda- 
tion that  local  tax  levies  be  supervised  was  not  approved.  For  two 
or  three  years  the  law,  even  in  this  limited  form,  worked  very  well 
until  a  number  of  weasel  amendments  were  added  which  sucked  all 
the  blood  out  of  the  measure.  This  explains  why  the  interim 
committee  may  be  obliged  to  introduce  a  complete  revision  of 
Chapters  23  and  24  of  the  code  relating  to  contracts  and  bonds  and 
local  budgets,  and  provide  a  real  scientific  system  of  state  control 
of  municipal  budget  procedure.  What  form  this  bill  will  take  is, 
of  course,  not  known  at  present,  even  by  members  of  the  interim 
committee. 

Instead  of  providing  a  large,  complex  board  to  supervise  state 
finance  and  a  separate  board  of  three  members  to  control  local 
finance  on  appeal,  the  general  assembly  in  1924  provided  the  office 
of  director  of  the  budget  to  have  charge  of  both  functions.  This 
situation  prevailed  until  1933,  when  the  general  assembly  abolished 
the  office  of  director  of  the  budget  and  provided  the  office  of 
comptroller  as  head  of  the  entire  state  budget  system  with  additional 
authority  to  administer  on  appeal  the  Beatty-Bennett  law  and  also 
on  appeal  what  is  left  of  the  contract  and  bond  law,  or  Chapter  23 
of  the  code. 

In  short,  Iowa  now  has  an  excellent  state  budget  system  admin- 
istered by  the  comptroller  provided  under  the  budget  and  financial 
control  act  of  1933.  The  comptroller  has  direct  supervision  of 
every  department  of  state  government  except  the  state  fair  board, 
the  state  board  of  education,  and  the  fish  and  game  department:  but 
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it  should  be  observed  that  the  latter  department  has  voluntarily 
come  under  the  new  sj^stem.  The  financial  savings  in  state  finance 
as  administered  by  the  comptroller  have  been  three  million  dollars 
for  the  fiscal  year  closing  June  30,  1934,  in  comparison  with  the 
preceding  fiscal  year. 

Summary 
On  the  basis  of  the  very  general  review  of  budget  procedure, 
both  state  and  local,   in  the  various   states,  it  may   not  be   out  of 
place  to  make  the  following  suggestions : 

1.  While  the  writer  is  doubtful  of  the  general  efficacy  of  detailed 
laws  limiting  specific  tax  levies  and  bonded  indebtedness,  this  plan 
is  a  very  ancient  institution  and,  whether  good  or  bad,  is  honestly 
believed  in  by  large  groups  of  people  in  a  great  many  states  of  the 
Union.  While  I  do  not  agree  with  detailed  tax  limit  laws,  for 
various  specific  local  purposes  a  general  law  providing  a  maximum 
tax  levy  in  the  rural  districts  and  a  somewhat  higher  maximum  tax 
levy  in  towns  and  cities,  might  be  helpful ;  at  least  Indiana,  New 
[Mexico,  and  certain  other  states  regard  this  plan  as  a  part  of  their 
successful  experience  in  the  state  control  of  local  budget  procedure. 

However,  there  is  no  use  of  deceiving  the  people  into  thinking 
that  certain  tax  limits  under  A^arious  circumstances  and  conditions 
should  be  provided  by  law  when  in  practice  they  cannot  be  so 
provided.  For  example,  in  Iowa  we  have  had  no  end  of  propa- 
ganda, largely  for  selfish  purposes,  in  favor  of  a  1  percent  tax 
limitation  in  the  rural  districts  and  1.5  percent  in  towns  and  cities. 
The  plain  facts  of  the  case  are  that  such  a  limitation  is  not  possible 
under  the  present  plan  of  school  finance,  nor  is  it  possible  in  towns 
and  cities  to  have  a  1.5  percent  property  tax  limitation  under  any 
financial  plan  that  appears  on  the  horizon.  It  is,  of  course,  both 
possible  and  practicable  to  provide  a  completely  new  plan  of  school 
finance  which  will  result  in  a  maximum  rural  tax  levy  of  not  more 
than  1  percent  and  in  many  cases  substantially  less  than  1  percent. 
In  short,  I  look  with  favor  on  a  maximum  tax  levy  as  only  a  part 
of  an  integrated  and  well  coordinated  plan  of  state  and  local  public 
finance. 

2.  In  my  personal  judgment,  the  experience  of  New  Mexico  and 
also  Indiana  under  the  old  law  is  very  much  worthwhile.  The  Iowa 
committee  above  referred  to  in  1923  was  right  in  recommending 
the  state  supervision  on  appeal  of  local  tax  levies  and  bond  issues. 
Experience  has  proved  that  not  a  large  number  of  appeals  are 
made,  speaking  relatively.  However,  the  conservative  suggestion 
for  a  more  elastic  system  of  state  control  of  local  budgets  made 
recently  in  New  Jersey  is  worthy  of  careful  consideration.  It  is 
my  sincere  opinion  that  American  local  municipalities  will  never 
get  their  financial  systems  under  proper  uniform  control  without 
the  sympathetic  cooperation  and  assistance  of  expert  state  authority. 
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111  short,  tliis  plan  does  not  mean  centralization,  but  in  reality  a 
spirit  of  mutual  cooperation  between  local  officials  and  state  officials. 
Work  of  a  quasi- judicial  nature,  in  the  opinion  of  political  scientists, 
should  be  handled  by  a  board  rather  than  a  single  administrator. 
For  example,  in  Iowa  the  comptroller  has  his  hands  full  with  the 
vast,  complex  problems  of  state  finance,  and  some  other  authority, 
preferably  a  board  of  at  least  three  members,  should  have  general 
supervision  of  the  entire  field  of  local  finance. 

3.  Finally,  not  only  in  New  Mexico  and  Indiana  but  in  a  large 
group  of  other  states,  perhaps  the  most  important  of  all  parts  of 
the  complicated  machine  to  control  state  and  local  finance  is  pri- 
vately organized  state  and  county  taxpayers'  associations.  In  Iowa 
we  now  have  an  almost  perfect  local  budget  law  from  a  statistical, 
accounting,  and  auditing  point  of  view.  Just  at  present,  it  is  also 
effective  by  reason  of  "  tax  consciousness."  As  above  suggested, 
while  certain  mechanical  supports  are  obviously  necessary  in 
scientific  budget  procedure,  after  all,  such,  supports  are  merely  the 
shell,  not  the  oyster,  of  actual  budget  control. 

In  Iowa,  for  example,  we  have  at  present  31,701  school  officials 
and  25,683  teaching  positions,  as  given  by  Professor  H.  C.  Morrison 
of  Chicago  University  for  the  Report  of  the  Brookings  Institution. 
We  have  no  end  of  other  duplications,  both  in  state  and  local 
government,  which  it  will  require  a  period  of  years  to  simplify 
and  correct.  On  the  one  hand,  present  officials,  both  state  and  local, 
are  quite  naturally  interested  in  their  own  jobs  and  problems,  are 
well  organized,  and  may  reasonably  be  assumed  to  object  to  the 
simplification  and  reconstruction  of  governmental  authority.  In 
the  main,  they  will  be  successful  if  taxpayers  do  not  permanently 
organize  along  state  and  county  lines  to  protect  the  man  who  pays 
the  tax  bill.  In  a  great  many  states — and  let  us  hope  some  day  in 
Iowa — volunteer  associations  of  taxpayers,  privately  financed,  are 
in  truth  the  greatest  factor  in  control  of  public  spending  bodies.  At 
present  "  tax  consciousness  "  is  doing  the  business.  If  this  "  tax 
consciousness  "  is  not  organized  and  placed  on  a  permanent  basis, 
it  will  not  continue  to  perform  this  necessary  function.  In  a  word, 
in  the  absence  nf  volunteer  organizations  of  taxpayers,  we  may 
expect  the  same  enormous  increases  of  taxes  in  the  future  as  have 
existed  in  the  past  in  all  of  the  states  of  the  Union. 

In  conclusion,  pioneer  work  along  constructive  lines,  based  on 
the  right  foundation  of  scientific  and  practical  research,  was  done 
in  California  under  the  able  leadership  of  Dr.  ^lilbank  Johnson  of 
that  state.  It  would  appear  that  the  time  has  finally  come  when  a 
federation  of  all  state  taxpayers'  associations  will  enable  an  ex- 
change of  experiences  as  between  the  states  and  a  far  more  intensive 
and  practical  study  of  the  proper  control  of  state  and  local  public 
expenditures.     Such  a  federation  might  cooperate  in  a  helpful  way 


LOCAL  AND  STATE  BUDGET  CONTROL  421 

with  the  National  Tax  Association  by  approaching  tlie  fiscal  problem 
from  the  point  of  view  of  the  taxpayer.  This  will  inject  a  new  and, 
in  my  opinion,  a  necessary  element  into  the  study  of  state  and  local 
public  finance. 

Chairman  A.  E.  Holcomh:  Is  there  anybody  who  wishes  to 
discuss  this? 

{No  response.) 

Chairman  A.  E.  Holcomh:  This  offers  plenty  of  room  fur 
suggestion,  criticism  and  questioning.  I  should  like  to  have  you 
say  what  you  think  about  control  by  budget  rather  than  by  direct 
limitation. 

Fred  L.  Fox  (West  \'irginia)  :  We  have  a  system  of  budget 
control  in  West  Virginia.  We  have  had  it  a  good  while,  but  it 
has  not  been  working  until  recently.  The  things  in  our  constitu- 
tional situation,  as  such,  made  it  necessary  that  we  pay  attention 
to  and  enforce  a  law  that  we  have  had  for  some  time.  It  came 
about  very  largely  by  the  fact  that  on  account  of  providing  for  our 
bonded  indebtedness  involving,  in  certain  instances,  the  use  of 
excess  levies,  somebody  had  to  be  given  the  right  to  say  what 
money  should  be  used  for  current  expenses  in  order  to  keep  down 
the  amount  of  excess  levies  required.  In  other  words,  excess  levies 
were  supposed  to  be  kept  within  a  very  narrow  limit.  Now,  we 
conferred  upon  the  state  tax  commissioner  the  authority,  even  to 
cut  down  specific  items  of  expense  in  the  case  where  excess  levies 
were  involved.  Now,  back  of  that  is  this  further  regulation  over 
there :  no  levy  can  be  laid  by  the  smallest  municipality  in  our  state 
without  the  written  approval  of  the  tax  commission,  and  that  ap- 
proval or  disapproval  must  be  based  upon  a  budget  made  up  by 
the  tax  levying  body  and  submitted  to  the  state  tax  commissioner. 

Chairman  A.  E.  IIolcomi!:  Has  that  been  for  some  time  or  is 
it  new  ? 

Fred  L.  Fox  :  It  has  been  for  some  time  but  it  has  been  strength- 
ened recently,  and  is  now  being  really  enforced.  As  it  is  now,  no 
legal  levy  can  be  made  unless  it  has  the  approval  of  the  tax  com- 
mission, and  the  tax  commissioner  is  not  supposed  to  approve  any 
budget  that  does  not  have  on  the  side  of  receipts  ample  monies  to 
take  care  of  the  expenditure  side.  It  is  an  estimate  and  there  will 
be  slight  indebtedness  from  year  to  year,  but  that  has  to  be  taken 
care  of  the  next  year.  We  have  provisions  against  the  use  of 
money  for  any  purpose  other  than  that  for  which  it  was  appro- 
priated. We  have  strict  laws  against  the  appropriation  of  more 
money  than  is  available  during  that  year,  placing  personal  responsi- 
bility upon  the  officials ;  and  the  result  has   been   that   the  taxing 
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bodies  of  our  state  have  come  to  realize  that  they  must  live  within 
their  revenues.  That  has  been  brought  about  by  an  unfortunate 
condition  that  arose  in  our  state  in  years  gone  by,  when  they  did 
not  pay  much  attention  to  that,  with  the  result  that  we  accumulated 
quite  an  amount  of  current  indebtedness,  which  we  are  working  out 
in  our  state,  and  getting  along  very  well  without. 

We  have  in  our  state  at  the  present  time  two  of  the  largest  cities, 
which  have  not  been  able  to  get  budget  approval  for  the  current 
year,  because  of  having  all  sorts  of  difficulties.  The  municipalities 
are  having  some  little  trouble  over  there,  a  few  of  them,  but  they 
are  simply  going  to  have  to  come  within  the  rule. 

We  have  what  we  think  is  real  expenditure  control  in  West  Vir- 
ginia. The  legislature  conferred  rather  unusual  powers,  more  than 
have  been  conferred  upon  any  body  in  our  state  at  one  time.  Our 
people  are  tax  conscious ;  they  realized  soiiiething  had  to  be  done, 
and  they  seemed  to  be  perfectly  willing  to  confer  upon  the  tax 
commissioner  these  unusual  powers ;  and  we  are  attempting  to 
exercise  them  and  are  getting  along  well,  and  it  has  the  backing  of 
public  sentiment.  Now,  we  have  fifty-five  counties  in  our  state. 
Formerly  we  had  about  four  hundred  school  districts,  each  of  which 
was  required  to  submit  a  budget.  W^e  changed  that  and  adopted 
what  is  known  as  the  unit  system,  whereby  there  is  a  board  of 
education  in  each  of  the  fifty-five  counties  of  the  state,  and  therefore 
the  number  of  budgets  is  very  much  cui  down,  and  then  the  county 
court  takes  care  of  the  expenditures  in  the  counties,  which  are  the 
other  units — fifty-five  of  those,  and  probably  two  hundred  munici- 
palities, ranging  from  the  larger  cities  to  the  very  small  towns. 

We  have  every  j'ear  passing  through  the  tax  commissioner's 
office  approximately  three  hundred  estimates  and  budgets  which 
have  to  be  inspected,  and  we  inspect  them,  and  if  they  are  not 
right,  if  we  see  certain  expenditures  that  are  unreasonable,  and  they 
haven't  the  revenues  to  meet  them,  we  refuse  to  approve  the  budget 
and  require  them  to  file  a  new  budget.  We  have  the  backing  of 
public  sentiment  in  that.  As  someone  said  a  while  ago,  the  tax- 
payers' associations  and  things  of  that  sort  work  out  very  well. 
We  do  not  have  very  many  in  West  Virginia,  but  we  do  have  very 
strong  sentiment  against  the  use  of  money  unless  we  have  it  avail- 
able, and  that  is  helping  us  out  wonderfully. 

Chairman  A.  E.  Holcomb:  The  Chairman  is  operating  under 
quite  a  disadvantage ;  trying  to  look  over  here  and  see  this  baseball 
score  board  and  listen  to  you  at  the  same  time,  but  it  occurs  to  me 
to  ask  you,  if  you  say  all  you  have  to  do  is  to  see  whether  the 
receipts  equal  the  expenditures  or  are  sufficient  for  the  expenditures, 
do  )'ou  have  any  power  to  look  into  the  expenditures  to  see  whether 
they  are  right  or  wrong. 
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Fred  L.  Fox  :     We  do.    That  is  the  very  point. 

Chairm.\n  a.  E.  Holcomb  :  I  got  the  impression  that  all  you 
had  to  do  was  to  see  whether  they  had  enough  money  collected  to 
pay. 

Freu  L.  Fox  :  We  know  what  the  levy  is  going  to  be,  and  we 
know  how  much  the  valuation  is;  we  know  exactly  how  much 
money  that  is  going  to  produce.  Of  course,  there  are  variations 
on  account  of  delinquencies. 

Chairman  A.  E.  Holcome  :  Suppose  it  is  an  unreasonable  ex- 
penditure :  do  you  have  anything  to  do  with  that  ? 

Fred  L.  Fox  :    Oh,  yes,  we  cut  down. 

Chairman  A.  E.  Holcomb  :  That  is  very  important.  I  did  not 
get  that  impression. 

Fred  L.  Fox :  If  it  is  entirely  beyond  the  amount  of  money 
which  the  receipts  will  cover,  we  won't  approve  the  budget.  In 
other  words  we  require  it  to  be  theoretically  balanced,  and  we  try 
to  make  them  actually  balance  as  near  as  we  can.  Of  course,  that 
is  not  entirely  possible  as  everyone  will  understand. 

Henry  F.  Long  (Massachusetts):  Just  a  brief  question:  You 
said  there  were  two  cities,  large  cities,  that  had  not  been  approved 
for  the  year  1934.  I  assume  Morgantown  is  one  of  them;  what  is 
the  other  one? 

Fred  L.  Fox  :  Xo,  Morgantown  is  getting  along  fine,  as  you 
might  expect.  The  two  cities  I  refer  to  are  Huntingdon  and  the 
other  the  capital  city  of  our  state,  both  of  them  wealthy  cities,  too. 
They  simply  have  gotten  themselves  in  a  position  wlicre,  under 
the  limited  levies  we  have  down  there,  they  are  not  quite  able  to 
make  ends  meet,  and  we  have  detrmined  that  they  might  just  as 
well  adjust  themselves  now  as  later. 

I  may  say,  in  passing,  that  the  greatest  weakness  in  our  system 
today  is  the  matter  of  some  of  the  municipalities,  a  few  of  them, 
having  difficulty  in  working  out  their  plans  because  they  have 
these  unusual  expenses  which  seem  to  be  necessary,  like  fire  and 
police  protection,  water,  etc.,  and  the  revenues  are  not  what  they 
would  like  to  have;  but  we  hope  that  the  legislature  at  its  next 
session  will  probably  grant  to  those  cities  a  somewhat  larger 
measure  of  home  rule  with  respect  to  the  imposition  of  certain 
taxes  upon  business  peculiar  to  the  city,  which  has  not  been  worked 
out  but  which  we  think  it  will  be. 

J.  L.  De  Valliere  (New  Jersey)  :  I  would  like  to  ask  the  gen- 
tleman from  West  Virginia  what  they  do  in  regard  to  emergency 
appropriations.     Is  there  any  such  provision? 
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Fred  L.  Fox  :  There  is  no  place  for  an  emergency  appropriation. 
In  every  estimate  there  ought  to  be  a  certain  amount  of  money  for 
contingencies,  and  that  of  course  is  used.  The  estimate,  as  I  under- 
stand it,  and  as  we  interpret  it  in  West  Virginia,  is  just  what  it 
means:  if  you  appropriate  $10,000  for  a  certain  purpose,  and  it  is 
necessary  to  use  $11,000  for  that  purpose,  it  will  shift  backward 
and  forward  to  a  reasonable  degree,  so  far  as  the  total  expenditures 
are  not  in  excess  of  the  revenues. 

J.  L.  De  Valliere:  That  is  not  exactly  what  I  meant.  I 
meant,  if  you  have  a  flood  in  your  municipality,  where  the  expendi- 
ture necessitated  might  be  several  times  the  amount  of  the  budget 
appropriation  for  health,  we  will  say,  how  could  that  be  taken 
care  of?     Would  it  be  referred  to  your  state  tax  commissioner? 

Fred  L.  Fox :  The  state  tax  commissioner  would  not  have  any 
authority  whatever  to  make  any  provision  for  that  contingency, 
unless,  of  course,  there  was  available  money,  and  which  might  be 
diverted  from  some  other  source  to  take  care  of  an  emergency.  It 
is  not  assumed,  of  course,  that  emergencies  will  arise  in  making 
tip  budgets  or  estimates.  If  they  come,  they  come,  and  some  pro- 
vision has  to  be  made,  sometimes  emergency  provisions,  but  I  don't 
think  the  question  of  providing  for  emergencies  has  any  particular 
place  in  one  of  these  ordinary  set-ups. 

Chairman  A.  E.  Holcomb  :  You  think  the  fear  of  God  alone 
is  enough? 

Fred  L.  Fox  :  It  might  be  if  normal  conditions  cannot  be  met 
in  any  other  way. 

J.  L.  De  Valliere:  Do  you  provide  bond  issues  to  take  care  of 
the  unusual  thing? 

Fred  L.  Fox :  Only  by  vote  of  the  people.  We  can  and  we  have 
bond  issues  in  West  Virginia  at  the  present  time.  The  amount  of 
money  available  for  all  purposes  is  so  limited  that  it  is  not  at  all 
probable  that  we  will  have  any  large  bond  issues  in  the  future.  We 
are  taking  care  of  the  old  ones,  and  as  the  expense  of  those  decrease, 
naturally  bond  issues  may  come  later ;  or,  some  of  the  money  we 
are  now  using  for  bond  purposes  may  be  diverted  to  current  ex- 
penses, if  the  people  want  it;  but  they  cannot  go  for  any  purpose 
except  necessary  levies  to  take  care  of  preexisting  indebtedness ; 
our  constitutional  limitation  cannot  be  exceeded. 

Chairman  A.  E.  IIolcomb:  The  old  war-horse  has  his  hand 
out,  here. 

Philip  Zoercher  (Indiana)  :  I  just  wanted  to  make  a  few  ob- 
servations in  reference  to  the  question  asked  in  regard  to 
emergency. 
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Chairman  A.  E.  Holcomb:    As  regards  West  V'irginia? 

Philip  Zoercher:  The  West  Virginia  proposition  is,  I  think,  as 
he  tells  it,  our  original  plan.  In  1919  our  original  plan  was  that 
e\ory  budget  for  tax  levy  had  to  be  submitted  to  the  state  board  of 
tax  commissioners  for  approval  before  it  was  effective,  for  every 
municipality  in  the  state,  but  we  took  that  away,  and  then  a  $36,- 
UUO,000  increase  in  one  year  partially  restored  it  again.  Our  law 
now  provides  that  if  more  money  is  needed  than  is  set  out  in  the 
budget,  the  officers  must  give  notice  and  fix  a  date  for  a  hearing, 
so  the  taxpayers  can  be  present  and  hear  thereon.  If  they  spent 
more  money  than  is  set  out  in  the  budget,  without  giving  this  notice 
under  the  law,  the  officer  is  guilty  of  malfeasance  in  office  and  is 
subject  to  a  penalty  of  25%. 

Chairman  A.  E.  Holcomb:  Steady,  a  minute — how  about  the 
score  ? 

Philip  Zoercher:  Our  friend,  ^Ir.  Holcomb,  must  be  pulling  for 
Detroit.  He  wants  Detroit  to  win,  and  not  St.  Louis ;  St.  Louis 
beat  New  York,  and  that  is  no  good,  he  thinks. 

It  provides  for  a  penalty.  Any  taxpayer  can  bring  a  suit  against 
the  officer  who  spent  that  money,  in  the  name  of  the  state  of  Indiana, 
and  the  amount  can  be  recovered  plus  a  twenty-five  percent  penalty 
and  attorney  fees.  If  he  does  not  recover  anything,  he  is  not  subject 
to  any  cost  at  all.  That  puts  the  fear  of  God  in  the  hearts  of  many 
officers  and  they  don't  do  that. 

L  L.  De  V'alliere:     Has  that  procedure  ever  been  invoked? 

Philip  Zoercher:  It  is  in  court  now.  I  think  it  was  four  years 
ago,  a  trustee,  three  days  after  he  was  defeated  for  reelection,  ad- 
vised the  advisory  board  to  appropriate,  I  think,  $11,000  or  $12,000. 
and  the  mone}'  was  borrowed  and  paid  out,  without  having  brought 
the  excess  into  the  budget.  Some  taxpayer  later  on,  within  the 
last  two  years,  filed  suit  to  recover  that  money. 

Chairman  A.  E.  Holcomb:    From  him? 

Philip  Zoercher:  From  him  on  his  bond,  yes,  and  that  is 
pending  now  in  the  supreme  court. 

As  regards  liability  as  to  the  poor,  I  will  try  to  send  you,  Mr. 
Holcomb,  for  the  November  issue,  a  digest  of  a  decision  that  was 
rendered  by  our  supreme  court,  and  is  a  final  decision  now,  in  ref- 
erence to  the  obligation  of  townships  and  counties  for  the  poor.  It 
is,  I  think,  a  very  important  decision  and  a  very  interesting  one. 
It  puts  a  great  responsibility  on  the  officers  who  dispense  money. 

I  am  not  a  crank  on  the  Indiana  plan,  but  I  want  to  say  to  you 
that  no  matter  what  you  do,  how  many  different  kinds  of  taxes  you 
have,  unless  you  give  the  taxpayers  a  chance  to  have  some  voice  or 
have  some  way  of  checking  expenditure,  you  will  not  have  a  per- 
fect svstem. 
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Chairman  A.  E.  Holcome  :  They  always  say  they  have  to  have 
a  chance,  and  they  want  to  spend  these  things.  The  people  demand 
these  things,  therefore  we  have  to  have  them.  That  is  the  old  talk 
I  hear  everywhere. 

Ray  L.  Riley  (California)  :  Our  thinking  is  somewhat  primitive 
out  in  California.  We  examined  the  Indiana  plan  and  we  examined 
the  West  Virginia  plan,  and  it  seemed  to  us  to  be  a  matter  of  take 
and  put,  they  changed  it  so  frequently.  It  was  somewhat  difficult 
to  find  out  exactly  what  control  they  had  over  public  expenditures, 
so  we  concluded  to  go  to  a  much  simpler  procedure.  We  provided 
in  a  constitutional  amendment  that  no  tax  spending  body  in  the 
state  could  increase  its  expenditures  more  than  five  percent  over 
the  preceding  3-ear  without  special  permission  from  the  board  of 
equalization.  The  first  year  we  had  eight  hundred  applications. 
The  first  year  we  granted  twenty-three  of  them;  and  this  year 
something  over  one  hundred.  Much  of  that  was  for  repairing 
earthquake  damage.  That  puts  it  up  pretty  much  to  the  localities, 
and  it  has  held  expenditures  down,  because  they  are  limited  to  the 
amount  they  previouslj-  spent,  and  must  arrange  the  budget  accord- 
ingly. We  don't  care  how  they  spend  it;  that  is  up  to  the  people. 
But,  we  say  collectively  they  cannot  spend  more  than  five  percent 
more  than  the}'  did  the  previous  year. 

Chairman  A.  E.  Holcomi;:  That  is  the  same  thing  tliey  had  in 
Oregon,  isn't  it? 

Ray  L.  Riley:  Because  it  is  more  fiexil:)le  tlian  they  had  in 
Oregon.     The  bond  issues  are  out  from  under. 

Chairman  A.  E.  Holcomb:     You  can  go  in  for  debt? 

Ray  L.  Riley  :  Two-thirds  of  the  bond  issues  voted  are  exempt 
from  the  limitation. 

Oscar  Leser  (Maryland):  Professor  Brindley  has  shown  such 
fertility  in  the  matter  of  budgetary  control,  I  wonder  whether  he 
would  give  us  the  benefit  of  his  opinion  as  to  how  to  bring  the 
federal  budget  into  balance. 

G.  W.  Hull  (Connecticut)  :  When  I  was  at  the  railroad  station 
I  heard  Senator  Robinson  speaking  to  the  Veterans  of  Foreign 
Wars  and  I  understood  him  to  say  they  would  never  see  the  budget 
balanced. 

Oscar  Leser  :  It  may  interest  everybody  to  know  that  Senator 
Robinson  and  Mr.  Zoercher  of  Indiana  are  the  granddads  of  the 
same  grandchild. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  would  like  to  inquire 
whether  the  grandchild  is  brought  up  on  the  budget  system. 
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Henry  F.  Long  (Massachusetts)  :  I  would  like  to  make  the 
inquiry  whether  the  budget  is  yet  a  grandchild  or  a  real  human 
being.     » 

Chairman  A.  E.  Holcomu:  The  secretary  has  been  indicating 
that  he  wants  to  say  something.  I  am  holding  him  off,  until  we 
surely  are  through,  because  this  is  our  last  session,  and  I  am 
pleased  to  say  that  it  has  been  a  very  exceptional  session.  I  want 
to  know  if  you  think  this  is  a  good  change,  that  we  made  this  year, 
with  respect  to  the  program,  continuing  the  sessions  right  straight 
through  until  Thursday  niglit,  and  leaving  Friday  to  play.  It  looks 
very  good  from  our  standpoint. 

Secretary  W.  G.  Quicrv:  That  is  what  I  wanted  to  say.  The 
program  makers  have  had  in  mind  the  idea  that  the  program  was  to 
be  arranged  for  at  least  ninety  percent  of  the  representatives  who 
come  to  these  conferences.  The  program,  as  you  know,  for  years 
gone  by  has  been  arranged  with  a  session  on  Friday  morning,  and 
with  an  afternoon  off  during  the  week.  That  has  been  done  for 
the  last  five  or  six  years.  This  year  we  moved  up  the  Friday 
morning  session  to  Thursday  night,  so  the  conference  would  end 
Thursday  night.  In  doing  that  it  was  impossible  for  us  to  arrange 
for  the  afternoon  off  during  the  week.  Now,  I  would  like  very 
much  to  get  the  opinion  of  the  faithful  few  who  are  here.  We  want 
to  arrange  the  program  for  the  convenience  and  benefit  of  those 
who  attend,  and  not  for  the  officers  of  this  organization.  We  would 
like  to  hear  expressions  from  some  of  you  as  to  what  you  think  of 
the  plan  adopted  this  year. 

(Showing  of  hands.) 

Secretary  W.  G.  Query  :    Strong  for  it. 

Chairman  A.  E.  Holcomb:  That  doesn't  mean  that  we  stop  and 
go  home  now.  We  want  these  same  old  stand-bys  to  stay  with  us 
tonight,  and  not  cut  it  short  again  by  stopping  Thursday  afternoon. 
We  are  going  to  have  a  session  tonight. 

Secretary  W.  G.  Query  :  We  have  some  men  here,  like  Senator 
Edmonds,  who  have  attended  every  session  of  practically  every  con- 
ference that  we  have  had  for  fifteen  years ;  and  we  have  Mr. 
Zoercher  here,  who  missed  one  session  in  fourteen  years.  It  is 
men  of  that  kind  that  we  would  like  to  have  express  an  opinion. 

A.  J.  Maxwell  (North  Carolina)  :  I  have  a  good  alibi  for  him 
for  that  session. 

Philip  Zoercher:  I  want  to  congratulate  you  and  the  officers 
for  the  program  that  was  arranged  for  this  conference.  I  think 
it  has  been  instructive  and  interesting  from  the  beginning,  and  I 
think  that  evervbodv  who  is  here  feels  the  same  wav. 
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Secretary  W.  G.  Query  :  What  we  want  to  know  is  about  its 
continuance. 

Chairman  A.  E.  Holcome  :    Shall  we  continue  along  those  lines  ? 

A.  J.  Maxwell  :  I  would  like  to  approve  that  feature  of  it,  and 
also  another  detail  for  which  you  are  responsible,  and  that  is  inviting 
discussion  after  each  paper  was  read,  which  means  that  we  have 
discussions  before  we  forget  what  each  paper  is  about.  I  think 
that  innovation  has  been  useful. 

Chairman  A.  E.  Holcome  :  It  is  helpful  to  have  your  sugges- 
tions. It  is  a  long  summer's  job  to  get  up  a  program.  You  would 
hardly  appreciate  that  it  does  take  so  long. 

Oscar  Leser  (Maryland)  :  I  would  like  to  make  a  suggestion, 
Mr.  Chairman.  The  only  advance  notice  we  had  of  this  conference 
was  in  the  Bulletin  issued  in  June.  It  was  tentative  in  character. 
We  had  no  other  notice  practically,  until  we  arrived  here  as  to 
what  was  the  program  or  the  dates  set  for  the  meetings.  If  we  had 
known  definitely,  many  of  us  could  have  arranged  to  have  been 
over  here  on  Friday,  for  the  Plymouth  trip.  I  would  respectfully 
suggest  that  there  be  some  notification  sometime  in  advance  of  the 
conference  as  to  what  the  program  is  to  be,  so  that  we  might  have 
that  information  before  hand. 

Chairman  A.  E.  Holcomb:  It  is  very  helpful  to  have  these 
suggestions.  I  am  very  sure  the  officers  who  will  carry  on  after 
I  retire  from  the  picture,  will  be  glad  to  have  these  suggestions. 
These  latter  remarks  are  not  exactly  on  our  subject,  but  still  we 
have  a  little  time.  Is  there  anything  else  that  anybody  wants  to 
say  about  the  conduct  of  the  meeting?  The  people  who  are  here 
now  are  the  people  we  are  interested  in. 

Oscar  Leser  :  You  know,  to  make  matters  worse,  we  were  not 
only  not  told  that  it  would  start  on  Monday  and  that  it  would 
definitely  end  on  Thursday,  but  most  of  us  got  notices  from  the 
hotel  telling  us  we  were  chosen  as  delegates,  and  that  the  conference 
would  last  from  the  first  to  the  third  of  October.  That  made  matters 
still  worse. 

Chairman  A.  E.  Holcome:  That  is  something  we  didn't  know 
about. 

Secretary  W.  G.  Query  :    The  hotel  made  an  error. 

Chairman  A.  E.  Holcomb  :  We  printed  from  the  first  to  the 
fifth;  that  included  Friday.  That  was  pretty  strong,  I  thought,  but 
we  thought  it  better  to  do  that  than  to  say  from  the  first  to  the 
fourth.  You  can  see  on  the  outside  of  the  program  it  says  first 
to  fifth,  and  that  includes  tomorrow. 
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Oscar  Leser  :     We  didn't  get  it. 

Chairman  A.  E.  Holcomb:  There  is  one  other  thing  about 
that  matter.  The  printer  made  a  mistake  and  slipped  a  line  and  we 
had  to  print  the  whole  edition  over.  That  set  us  back  some.  Mr. 
Riley,  who  was  just  shaking  hands  with  me,  says  he  got  the  pro- 
gram before  he  left  San  Francisco. 

Franklin  S.  Edmonds  (Pennsylvania)  :  Judge  Leser  has  asked 
me  to  say  a  word  about  one  of  the  states  I  happen  to  know  some- 
thing about,  where  the  governor  announced  to  the  officers  that  they 
could  not  attend  the  conference  because  there  was  nothing  there  that 
affected  the  particular  state  in  question.  One  of  the  officials  called 
me  up,  and  I  had  just  received  a  copy  of  the  program,  in  the  early 
part  of  last  week,  and  1  read  half  a  dozen  numbers  to  him,  in  which 
the  state  was  vitally  interested,  whereupon  they  must  have  gone 
back  to  the  governor,  because  I  see  the  officials  are  here  and  are 
part  of  the  conference  at  the  present  time.  I  think  it  would  be 
advantageous,  particularly  in  these  moods  of  inordinate  economy 
that  sometimes  seize  the  governors,  if  we  could  get  this  preliminary 
notice  out  two  or  three  weeks  in  advance. 

Question :  Has  it  ever  been  considered  to  broadcast  some  of  these 
discussions,  which  would  give  hundreds  of  thousands  of  people  an 
opportunity  to  listen  in  to  the  comments  made  here?  Has  that  ever 
been  thought  of? 

Chairman  A.  E.  FIolcomb:  We  have  had  broadcasting,  when 
we  had  anyone  like  governors  on  the  program. 

Delegate  :    It  is  not  the  person,  it  is  the  article. 

Chairman  A.  E.  Holcomb:  It  is  rather  high  money  that  you 
run  into,  you  know,  when  you  come  to  hire  a  broadcast.  I  don't 
know  whether  we  can  stand  that  racket  or  not.  It  would  not  be 
looked  upon  as  news  and  would  not  be  circulated  free. 

L.  A.  Carruthers  (District  of  Columbia)  :  I  have  attended  each 
session  of  this  conference  and  I  have  been  impressed  with  this, 
that  the  program  committee  might  take  into  consideration  that  in 
nearly  every  instance  the  speaker  or  the  man  who  read  the  paper 
did  not  have  sufficient  time  to  finish  with  the  subject  on  the  pro- 
gram, and  I  am  wondering  whether  twenty  minutes  is  the  maximum 
amount  of  time  that  can  be  given  to  that  feature.  If  more  time 
could  be  given,  we  would  not  have  occasion  to  use  Will  Rogers' 
time  clock. 

Chairman  A.  E.  Holcomb  :  That  is  very  well  known  in  our 
organization,  that  the  time  is  limited  to  that  extent.  I  talked  to 
practically  all  the  speakers  this  year,  and  we  discussed  that  very 
thing.     It  does  not  make  any  difference.     If  you  .set  it  at  thirty 
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minutes,  you   would  have  the  same  proposition.     Twenty   minutes 
is  a  very  good  time  to  set. 

Delegate:     I  would  set  it  at  fifteen. 

Chairman  A.  E.  Holcomb  :    That  is  a  little  too  strong.     Under 
that  arrangement  he  would  hardly  have  time  to  get  into  the  paper. 

Delegate  :     Allow  him  the  time,  hut  set  it  at  fifteen. 

Chairman  A.  E.  Holcomb  :    The  psychology  of  the  thing  comes 
in  there,  as  I  look  at  it.     Shall  we  adjourn,  gentlemen? 

Philip  Zoercher:    Move  we  adjourn. 

(Motion  duly  seconded.) 

(Adjournment.) 


TENTH  SESSION 

Thursday,  October  4,  1934,  8  P.  M. 

Chairman  A.  E.  Holcomb  :  The  session  will  be  in  order.  Will 
the  gentlemen  kindly  be  seated  toward  the  front,  so  that  we  can 
have  a  nice  comfortable  time.  The  first  business  is  the  action  on 
the  report  of  the  resolutions  committee.  This  committee,  as  you  will 
recall,  at  the  previous  session  recommended  for  passage  certain 
resolutions,  and  the  chairman  laid  them  on  the  desk.  I  suppose  it 
is  up  to  me  to  read  and  submit  them:     (Reading) 

Resolved,  That  the  initial  report  presented  to  this  conference 
by  the  Committee  on  the  Fiscal  Relationships  of  the  Federal  and 
State  Governments,  appointed  by  the  National  Tax  Association 
pursuant  to  a  resolution  adopted  at  the  twenty-sixth  conference, 
in  1933,  be  received,  and  that  it  is  the  sense  of  this  conference 
that  the  committee  be  continued,  for  further  study  and  investi- 
gation of  this  important  subject. 

Gentlemen,  what  is  your  pleasure  with  regard  to  this  resolution? 

(Duly  moved  and  seconded  that  the  report  be  adopted.) 

(Ayes  and  noes.) 

Chairman  Holcomb:    The  resolution  is  adopted:     (Reading) 

Resolved,  That  the  second  report  of  the  Committee  of  the 
National  Tax  Association  on  Motor  Vehicle  and  Related  Taxes 
presented  to  this  twenty-seventh  conference  be  received;  that 
the  conference  record  its  appreciation  of  the  painstaking  work 
of  this  committee;  and  that  the  National  Tax  Association  pro- 
vide for  the  continuation  of  its  work. 

It  is  moved  that  the  resolution  be  adopted. 

(Motion  duly  seconded.) 

Chairman  Holcomb:  Unless  there  is  objection,  I  declare  it 
adopted. 

(Reading)  : 

Whereas,  The  Bureau  of  the  Census,  United  States  Depart- 
ment of  Commerce,  has  begun  and  brought  well  toward  com- 
pletion a  valuable  project  involving  collection  of  tax  delinquency 
information ;  and 

(431) 
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Whereas,  There  appears  to  be  question  concerning  the  con- 
tinuation of  this  work;  therefore  be  it 

Resolved,  That  the  National  Tax  Conference  express  its 
interest  in  the  development  of  this  extremely  valuable  activity, 
whether  in  the  Bureau  of  the  Census  or  in  some  other  branch 
of  the  federal  government. 

It  is  moved  and  seconded  that  this  expression  be  adopted.  Unless 
there  is  objection  I  declare  it  adopted. 

(No  objection  presented.) 

Ch.mrmax  Holcomb:     (Reading) 

Resolved,  That  the  progress  report  of  the  Committee  of  the 
National  Tax  Association  on  Tax  Delinquency  presented  to 
this  conference  be  received  and  that  the  conference  request 
the  National  Tax  Association  to  continue  this  committee, 
believing  that  important  data  now  appearing,  requires  thorough 
study  and  that  the  problems  which  have  been  the  subject  of 
an  able  and  exhaustive  survey,  evidenced  by  this  committee's 
three  admirable  reports,  require  and  should  receive  further  un- 
interrupted attention  by  the  same  agency,  so  long  as  the  ultimate 
solution  of  these  problems  continues  to  be  retarded  and  ren- 
dered difficult  of  final  accomplishment  by  existing  economic 
conditions. 

It  is  moved  and  seconded  that  this  resolution  be  adopted  and 
unless  there  is  objection  it  is  declared  adopted. 

Zenas  W.  Bliss  (Rhode  Island)  :  I  have  the  honor  to  make  the 
final  report  for  the  resolutions  committee.  I  rather  feel  obliged, 
with  the  introduction  which  I  received  this  afternoon  as  chairman 
of  that  committee,  to  state  with  some  positiveness  that  we  have  been 
slaving  all  afternoon  and  up  to  the  present  time.  You  will  also 
remember,  those  of  }ou  who  happened  to  be  fortunate  enough  to 
be  here  during  the  afternoon,  that  reference  was  made  to  a  certain 
international  sport,  in  which  wc  have  been  indulging;  and  you  will 
also  perhaps  remember  that  there  was  some  considerable  argument 
raised  in  connection  with  the  contest,  on  account  of  the  lateness  of 
a  protest,  and,  being  somewhat  sensitive  along  that  line,  I  have  a 
resolution  here  which  was  introduced  too  late  to  get  in  under  the 
regular  rules.  But  not  desiring  to  be  subjected  to  the  same  criticism 
that  the  New  York  Yacht  Club  has  been,  I  allowed  it  to  come  in, 
and  we  will  consider  it  although  it  is  entirely  off  the  reservation,  as 
my  friend  Holcomb  says.     The  connnunication  is  as  follows : 

"  I  desire  to  have  put  as  a  motion  that  mimeographed  or 
multigraphed  advance  copies  of  the  proceedings  of  this  con- 
ference be  made  available  bv  December  1 ,  at  a  cost  sufficient  to 
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provide  for  such  work  as  may  be  incidental  to  such  early 
issuance.  The  reason  for  this  motion  is  that  by  far  the  large 
majority  of  legislatures  convene  in  January,  and  as  the  final 
printing  and  the  issuance  of  this  report  will  be  much  later, 
the  value  of  our  work  here  now  can  be  of  no  immediate 
measurable  value  so  far  as  legislation  is  concerned." 

In  regard  to  this  matter  I  will  say  that  I  have  had  investigation 
made,  and  the  cost  of  mimeographing  this  report  in  sulVicient 
number  to  be  of  any  use  would  be  approximately  $2000.  1  also 
understand  on  very  reliable  authority  that  the  proceedings  will  be 
published  somewhat  earlier  than  usual,  this  year. 

Under  the  circumstances,  considering  the  rather  excessive  cost  of 
getting  such  reports  out,  a  few  days  earlier,  the  committee  on  reso- 
lutions recommends  that  no  action  be  taken  on  that  resolution. 

The  final  resolution  that  I  have  to  offer,  which  represents  the 
somewhat  spectacular  windup  of  the  operations  of  this  committee 
is  as  follows : 

RESOLViii),  That  this  twenty-seventh  conference  on  taxation 
take  this  method  of  expressing  to  those  in  charge  of  the  ar- 
rangements for  the  accommodation  and  entertainment  of  its 
delegates,  and  guests,  the  profound  thanks  of  all  concerned  for 
the  generous  provision  made  for  their  comfort,  convenience 
and  requirements,  which  have  rendered  this  sojourn  in  the 
commonwealth  of  Massachusetts,  most  enjoyable  and  profitable; 
and  it  particularly  desires  to  record  in  the  minutes  a  formal 
recognition  of  the  splendid  contribution  provided  by  the  com- 
mittee on  local  arrangements,  through  its  general  chairman, 
Mr.  Alexander  Holmes,  and  the  chairman  of  the  women's  com- 
mittee, Miss  Grace  E.  Killian. 

1  move  the  passage  of  the  resolution. 

\ViLLi.\M  MuKLLER  (Minnesota):  I  would  like  to  suggest  that 
that  be  done  by  a  rising  vote. 

Chairman  Holcomu:  I  think  it  ought  to  be  put  on  the  piano 
and  played. 

(Call  for  the  question.) 

Chairman  Holcomi;  :  The  question  is  called  for,  and  a  rising 
vote  is  asked  on  the  question  of  whether  we  will  adopt  this  resolu- 
tion.   All  those  in  favor,  kindly  rise. 

(Rising  vote.) 

Chairman  Holcomb:    I  see  no  opposition.    That  finishes  up  the 
conference  of  the   National  Tax  Association.     We  now   come  to 
the  annual  business  meeting  of  the  National  Tax  Association. 
28 
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Oscar  Leser  (Maryland):  Before  you  do  that,  I  move  we  ad- 
journ as  a  conference. 

William  Mueller  (Minnesota)  :     Second  the  motion. 

Chairman  Holcomb  :  Take  a  recess,  you  mean,  because  we 
might  want  to  reconvene  a  little  later. 

Oscar  Leser  (Maryland)  :    I  am  opposed  to  reconvening. 

Chairman  Holcomb:    Has  it  come  to  this? 

William  Mueller  (Minnesota)  :  Mr.  Holcomb,  my  seconding 
the  motion  did  not  include  the  last  remarks. 

Chairman  Holcomb:  It  was  not  seconded.  Of  course,  the 
National  Tax  Association  is  a  small  part  of  this  affair.  It  does  all 
the  hard  work  and  furnishes  the  forum,  and  the  sinews  of  war  for 
the  heavy  work  that  is  done  by  the  National  Tax  Conference.  Com- 
paratively the  National  Tax  Association  is  a  very  lowly  affair,  yet 
we  must  keep  it  going,  and  for  the  purpose  of  holding  the  annual 
meeting  of  that  association  I  declare  that  a  quorum  is  present  and 
we  will  proceed  then  with  the  business  meeting  of  the  association, 
of  which  I  happen  to  be  president. 

(Thereupon  the  conference  of  the  National  Tax  Association  re- 
cessed to  a  later  hour.) 
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Evening  Session,  Thursday,  October  4,  1934 

President  Alfred  E.  Holcomb,  presiding. 

President  Holcomb  :  I  take  it  that  the  first  business  of  the 
annual  meeting  is  the  receipt  of  the  reports  of  the  ofiicers.  Ordinarily 
you  would  expect  some  sort  of  report  from  the  president,  but  it 
has  not  been  customary  to  have  much  of  a  report.  The  president, 
as  I  said  at  the  start  of  this  conference,  is  rather  a  figurehead.  He 
meets  himself  going  out,  and  doesn't  cut  much  of  a  figure;  but  I 
assure  you  that  during  the  course  of  a  year  a  president  of  the 
association  will  find  himself  up  against  considerable  work,  as  I  have 
found  out  myself.  Nevertheless,  I  should  like  to  assure  those  who 
may  succeed  me  that  I  shall  be  pleased  to  help  thetn  in  every  way 
that  is  within  my  power. 

The  main  work  of  the  president  is  in  answering  letters  from 
college  students,  research  directors,  tax  commissioners,  and  high 
school  students  on  questions  of  taxation;  placing  them  in  possession 
of  such  advice,  as  they  may  obtain  from  the  published  reports.  It 
has  never  been  the  custom  while  I  have  known  anything  about  it, 
for  the  president  of  the  National  Tax  Association  to  take  upon 
himself  the  job  of  delivering  an  essay  on  a  particular  theory  of 
taxation.  I  have  contented  myself,  so  far  as  I  have  been  able  to 
do  so,  by  giving  out  the  published  and  printed  statements  of  others. 
That  is  a  fine  alibi  to  have  in  the  tax  game.  There  arc  others  in 
this  association  that  do  do  much  work,  and  among  others  is  the 
secretary  and  treasurer.  No  one  is  in  a  position  to  know  better 
than  I,  what  it  means  to  be  secretary  and  treasurer  of  the  National 
Tax  Association,  because  I  have  been  through  it  for  years.  It 
certainly  is  a  great  comfort  to  have  a  man  that  is  willing  to  do  the 
wheelhorse  work  that  is  required  of  the  secretary  and  treasurer. 
The  secretary  is  now  about  to  read  his  report.  I  hope  it  is  stimulat- 
ing, but  I  doubt  it. 

Secretary  and  Treasurer  \V.  G.  Query  :  As  treasurer  of  the 
National  Tax  Association  I  respectfully  submit  the  following  report 
of  receipts  and  disbursements  for  the  year  ending  June  30,  1934 : 

(435) 


436 


NATIONAL  TAX  ASSOCIATION 


Receipts  for  the  Year  Ending 
June  30,  1934 

Dues    $4,629.75 

Subscriptions  to  The  Bulletin 153.00 

Sale  of  publications  300.80 

Dividends  and  interest 1,392.16 


$6,475.71 


Disbursements  for  the  Year  Ending 
June  30,  1934 
Publications : 

1933  Proceedings,  Volume  26,  and  The  Bulletin,  V-19,  $3,513.12 
1933  conference;  reporting,  traveling,  program  and 

miscellaneous   399.12 

Clerical  and  office  expenses : 

Secretary  and  Treasurer  1,500.00 

Editor,  The  Bulletin 900.00 

Printing,  stationery,  postage  and  express 181.37 

Storage     .' 30.00 

Safe-deposit  box : 

Annual  rent,  $7.50 ;  tax,  75c  8.25 

Federal  check  tax 1 .36 

Exchange  foreign  checks 3.31 

Exchange  securities   31 .28 

$6,567.81 

Excess  disbursements  over  receipts  of 92.10 


President  Holcomb:  This  displays  a  deficit  of  $92.10.  I  tliink 
we  ought  to  refer  that  to  ]Mr.  Zoercher  to  see  if  he  cannot  find  some 
cure  for  it.  Anyway,  this  report  has  gone  through  the  executive 
committee  and  has  been  approved  by  it,  and  it  has  also  been  voted 
by  the  executive  committee  that  the  treasurer  be  authorized  to  incur 
expense  for  similar  needs  for  the  coming  year.  It  is  in  order  for 
this  association  to  move  for  approval,  in  line  with  the  action  oi 
the  executive  committee.     Do  I  hear  such  a  motion  ? 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  move  that  the  report 
be  received  and  filed  and  the  expenditures  authorized. 

Oscar  Leser  (Maryland)  :  Mr.  Chairman,  don't  you  think  we 
ought  to  be  a.shamed  of  ourselves  to  pay  only  $12.17  in  taxes? 

President  Holcomb  :  We  ought  to  be  exempt,  as  a  governmental 
agency!  It  is  moved  that  this  report  l)e  received — I  think  you  said 
just  received? 
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Franklin  S.  Edmonds  (Pennsylvania)  :  Received,  filed  and 
expenditures  approved. 

President  Holcomb:  Will  you  add  that  similar  expenditures  for 
the  current  year  be  also  authorized? 

Franklin  S.  Edmonds  (Pennsylvania)  :     I  add  that. 

(Motion  duly  seconded.) 

(Ayes  and  noes.) 

President  Holcomu:     Motion  carried. 

A  report  has  been  handed  in  by  another  hard  worker  for  the 
association.  It  has  to  do  with  the  Bulletin.  I  am  myself  much 
interested  in  the  Bulletin,  because  I  have  quite  a  little  work  to  do 
with  holding  it  up,  and  that  reminds  me  that  I  will  take  occasion 
at  this  time  to  introduce  a  resolution,  on  my  own  account,  that  the 
thanks  of  the  association  be  extended  to  Dr.  Shoup  for  his  energetic 
work  in  connection  with  keeping  the  Bulletin  going,  and  also  to 
the  people  who  are  helping  me.  some  thirty  or  forty,  a  list  of  whom 
I  have  here.  I  will  not  burden  you  to  read  that  list,  but  it  does 
seem  to  me  that  the  work  of  those  people  ought  to  be  appreciated. 
To  run  a  publication  and  get  it  out  every  month  is  more  of  a  chore 
than  you  would  think,  and  it  comes  round  very  quickly.  I  try  to 
do  the  United  States  Supreme  Court  decisions  myself,  with  such 
degree  of  success  as  is  possible,  but  the  state  decisions  are  handled 
by  a  bunch  of  fellows  who  are  helping  me;  and  I  should  like  to  be 
able  to  send  them  a  small  resolution,  at  least,  from  this  body,  that 
would  show  at  least  that  we  appreciate  that  sort  of  work.  Will 
somebody  make  a  motion  ? 

William  Mueller  (Minnesota)  :  I  would  like  to  make  that 
motion,  Mr.  Chairman. 

(Motion  duly  seconded.) 

President  Holcomb  :     It  has  been  moved  and  seconded. 

(Ayes  and  noes.) 

President  Holcomb  :  Carried.  Now,  shall  we  summarize  the 
report  of  Mr.  Shoup?  It  will  be  interesting  for  the  members  to 
know  what  he  has  to  say. 

Secretary  W.  G.  Query:  "The  editor  of  the  Bulletin  submits 
the  following  brief  report  of  his  activities  for  the  year  1933-1934: 
The  past  year  was  marked  by  a  decided  increase  in  the  number  of 
original  manuscripts  submitted  to  the  Bulletin  without  solicitation. 
In  view  of  the  fact  that  the  Bulletin  can  pay  nothing  for  any  con- 
tributions and  may  not  be  able  to  furnish  reprints  free  of  charge, 
this  increase  in  interest  is  encouraging  as  evidence  that  the  Bulletin 


438  XATIOXAL  TAX  ASSOCIATION 

is  recognized  as  a  suitable  medium  for  original  contributions  to  tax 
literature.  The  printing  of  addresses  and  of  other  material  which 
has  already  appeared  elsewhere  has,  consequently,  been  almost  en- 
tirely eliminated.  The  articles  have  dealt  predominantly  with  the 
practical  aspects  of  taxation  and,  although  this  is  of  course  not  a 
field  to  be  neglected,  the  editor  would  welcome  more  contributions, 
having  a  somewhat  wider  point  of  view  and  concerned  more  with 
those  fundamental  issues  of  taxation  which  are  of  universal  interest. 

The  Bulletin  has  not  been  placed  on  an  absolutely  rigid  time 
schedule,  as,  at  times,  it  appears  better  to  delay  certain  issues  a 
week  or  so  in  order  to  obtain  important  information  which  becomes 
available  at  a  late  hour.  Conference  news  and  November  election 
results  furnish  a  case  in  point.  However,  this  factor  aside,  special 
attention  this  year  will  be  paid  to  holding  a  tentative  schedule  which 
will  allow  each  issue  to  reach  its  readers  on  the  15th  of  the  month. 
The  Bulletin  should,  pf  course,  continue  to  serve  the  members  of 
the  association  by  carrying  all  items  of  interest  concerning  the 
association's  activities ;  in  addition,  there  seems  no  reason  why  the 
Bulletin  cannot  continue  to  attempt  to  present  to  its  readers  signifi- 
cant original  contributions  to  tax  literature.  It  is  perhaps  needless 
to  say  that  the  editor  would  be  greatly  pleased  to  receive  from 
readers  of  the  Bulletin  suggestions  for  improvement  in  either  form 
or  content. 

The  editor  wishes  to  take  this  occasion  to  thank  all  those  who 
have  so  materially  assisted  through  the  past  year,  particularly  the 
members  of  the  editorial  board,  and,  for  the  very  substantial  help 
that  they  have  given  for  each  issue,  Mr.  Holcomb  and  Mr.  Long. 
Without  the  assistance  of  the  kind  so  freely  given  by  Mr.  Holcomb 
and  Mr.  Long  in  supplying  material  for  '  Decisions  and  Rulings 
Among  the  State  Tax  Commissions,'  the  Bulletin  could  not  survive 
in  its  present  form." — Carl  Shoup. 

President  Holcomb:  That  was  simply  summarized  for  your 
information.  There  were  submitted  by  the  National  Tax  Conference 
several  resolutions — I  think  there  were  four  in  number — about  the 
continuance  of  certain  committees.  Those  resolutions  for  the  con- 
tinuance of  committees  puts  it  up  to  the  National  Tax  Association 
to  decide  whether  they  will  go  ahead  with  these  things.  The 
executive  committee  today  thought  that  it  would  be  ])ctter  for  them 
as  an  executive  conmiittec,  widespread  from  the  country,  to  refer 
the  matter  to  its  own  subcommittee,  which  consists  of  the  president, 
vice-president  and  secretary,  those  officers  having  the  duty  of  doing 
the  routine  things  that  become  necessary  in  the  conduct  of  the 
business  of  the  National  Tax  Association.  We  thought  that  was 
the  best  way  to  handle  that  kind  of  work.  I  don't  know  that  a 
resolution  here  is  necessary  to  approve  that,  but  it  would  not  hurt 
anything    to    approve    the    action    of    the    executive    committee    in 
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referring  the  matter  of  the  continuation  of  these  various  committees 
to  the  president,  vice-president,  and  secretary  for  attention.  What 
do  you  think  of  it?     Would  someone  like  to  make  such  a  motion? 

(Motion  to  approve  said  action  of  the  executive  committee  in 
referring  the  matter  to  the  president,  vice-president  and  secretary 
was  duly  made  and  seconded. ) 

(Ayes  and  noes.) 

President  Holcomb:  The  motion  is  carried.  Another  resolution 
that  I  have  in  mind  has  to  do  with  inheritance  tax  matters.  It  did 
not  come  in  as  a  resolution  submitted  to  the  resolutions  committee, 
and  it  is  not  necessary  that  that  be  done.  The  National  Tax  Asso- 
ciation may  inaugurate  an  investigation  on  any  subject  of  taxation 
that  it  wishes  to  have  investigated.  The  subject  matter  of  this 
I'esolution  is  apparently  something  that  is  troubling  some  of  our 
states,  that  is,  the  question  of  double  domicile.  This  little  statement 
was  handed  to  me  by  Mr.  Knapp  of  Connecticut  as  the  result  of  an 
inheritance  tax  round  table  held  today  in  the  hotel :  "  It  was  unani- 
mously voted  to  request  the  executive  committee  of  the  National 
Tax  Association  to  appoint  a  committee  to  study  the  question  of 
possible  methods  of  relief  for  taxpayers  from  double  inheritance 
taxation,  because  of  conflicting  decisions  as  to  the  domicile  of  the 
decedent,  as  exemplified  in  the  recent  Dorrance  case,  and 
report  thereon  to  the  next  conference  of  the  association."  It  seems 
to  me  that  this  is  a  suggestion  that  might  well  be  submitted  to 
the  same  board,  consisting  of  the  president,  vice-president  and 
secretary  of  the  association,  for  their  consideration.  I  take  it  that 
other  members  of  the  executive  committee  will  agree  to  this.  Is 
there  a  motion  ? 

A.  J.  Maxwell  (North  Carolina)  :     I  move  that  be  so  ratified. 

(Motion  duly  seconded.) 

(Ayes  and  noes.) 

President  Holcomb:     Adopted. 

Is  there  anything  that  occurs  to  anyone  to  suggest  at  this  time? 

(No  response.) 

President  Holcomb:  If  not,  the  secretary  has  a  matter  to 
present,  which  was  submitted  by  Mr.  Charles  J.  Tobin. 

Fred  A.  Sims  (Indiana)  :  Either  at  this  time  or  before  the  meet- 
ing closes,  I  have  a  matter  to  suggest.  Incidentally,  a  few  mornings 
ago,  in  a  cafe  not  far  from  here,  my  wife  and  myself  were  eating 
breakfast.  A  young  lady  who  was  waiting  on  the  table  looked  at 
the  badge  I  wore,  spelled  it  out  and  said  "  National  Tax  Confer- 
ence."    She  shook  her  head  and  said,  "  You  must  be  a  bad  lot." 
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Notwithstanding  that  opinion,  it  was  my  privilege  to  attend  the 
first  meeting  of  this  conference,  which,  as  my  recollection  goes, 
was  at  Columbus,  Ohio,  in  1907,  and  since  that  time  I  have  had 
the  pleasure  to  be  at  a  number  of  other  gatherings  of  this  body. 
I  have  kept  in  close  contact,  or  as  close  as  I  could,  with  what  has 
been  done — the  Proceedings,  the  Biilletiii,  and  all  of  the  activities  of 
this  association,  insofar  as  I  have  been  able  to  follow  them.  Through 
all  of  this  period,  these  many  years,  there  has  been  a  strong  guiding 
hand,  a  man  who  is  very  generous  in  his  compliments  to  others, 
but  who  has  not  to  my  knowledge  been  mentioned  by  this  association, 
although  I  am  sure  that  all  of  you  join  with  me  in  the  feeling  of 
pride  in  the  record  that  he  has  made  and  the  honor  which  he  has 
cast  upon  this  body,  and  now,  in  the  closing  hours  of  this  session, 
if  I  can  take  but  a  moment,  I  move  that  we  extend  a  vote  of  com- 
pliment and  a  vote  of  confidence  to  ]\Ir.  Alfred  E.   Holcomb. 

Philip  Zoercher  (Indiana)  :     Second  the  motion. 

Fred  A.  Sims:  ^^lay  I  ask  another  old  wheelhorse  of  this  asso- 
ciation, Dr.  Bullock,  to  put  the  motion? 

Chas.  J.  Bullock  (Massachusetts)  :  The  motion  has  been  made 
and  seconded.  Judge  Leser,  have  you  anything  in  your  mind  to 
say  about  this  motion? 

Osc.\R  Leser  (Maryland)  :  I  most  heartily  join  in  that  sentiment. 
I  think  I  have  known  Mr.  Holcomb  probably  as  long  as  anyone 
here.  I  have  been  attending  the  conferences  since  1908.  I  was 
present  at  Bretton  Woods  in  1922,  when  we  told  Mr.  Holcomb  what 
we  thought  of  him  up  to  that  time.  I  hope  he  still  has,  unpledged, 
the  gold  watch  we  gave  him  on  that  occasion.  I  have  kept  tab  on 
him  from  year  to  year,  too,  since  then.  I  have  no  reason  to  change 
my  sentiment.  I  think  with  each  year  he  has  shown  himself  more 
useful  and  more  willing  to  serve,  without  hope  of  recompense.  As 
an  example  of  his  modesty,  you  may  have  noticed  that  when  he 
asked  for  a  resolution  of  thanks  for  these  men  who  assisted  him  in 
the  preparation  of  tlie  Bulletin,  he  was  very  careful  to  leave  himself 
out  of  the  picture.  I  think  in  connection  with  this  vote  we  might 
very  well  include  some  expression  of  our  appreciation  of  the  work 
he  has  done  in  that  connection.  I,  therefore,  take  the  greatest  of 
pleasure  in  seconding  the  motion. 

Charles  J.  Bullock  :  There  is  one  gentleman,  at  least,  here 
beside  Mr.  Sims,  who  was  at  Columbus  in  1907,  at  the  start  of  this 
association.  As  I  told  you  in  Columbus,  two  years  ago,  he  came 
in  rompers.  He  was  going  strong  then  and  has  been  going  strong 
down  to  the  present  day — Fred  Fairchild. 

Fred  Fairchild  (Qonnecticut)  :  I  have  heard  about  enough  of 
this  rompers  story.     .\  good  deal  was  said  at  the  twenty-fifth  anni- 
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versary  in  Columbus.  Ohio,  two  years  ago,  and  at  that  time  1 
expressed  my  opinion  in  no  uncertain  terms.  This  is  not  the  occa- 
sion for  me  to  wax  excited  over  that.  I  can  say,  as  a  charter 
member  of  this  association,  and  one  who  has  l)een  a  pretty  regular 
attendant  all  these  years,  down  to  now,  and  who  has  been  an  ofticer 
in  various  capacities  at  various  times  of  the  association,  I  suppose 
I  was  associated  with  Mr.  Holcomb  about  as  closely  and  about  as 
frequently  as  any  member  of  this  association,  and  my  appreciation 
of  Mr.  Holcomb  as  a  servant  of  this  association  and  as  a  friend 
is  strong  in  proportion  to  my  knowledge  of  him ;  and  it  is  with  very 
great  pleasure  that  I  accept  the  honor  of  seconding  this  motion. 

L.  I.  McMahon  (Canada)  :  May  I  have  the  privilege  of  a  few 
words  before  you  put  the  motion.  I  would  like  to  express  how  a 
few  of  us  from  Canada,  who  have  had  the  pleasure  year  after  year 
to  come  to  these  conferences,  feel  toward  Mr.  Holcomb,  and  how  I, 
particularly,  do.  When  I  was  made  tax  commissioner  for  the  Bell 
Telephone  Company  of  Canada,  the  first  thing  I  was  told  to  do  was 
to  visit  Mr.  Holcomb  at  New  York.  I  did  so.  I  immediately  fell 
in  love  with  him,  and  he  was  then  not  only  a  father  but  a  godfather 
to  me  in  the  way  of  taxation  from  that  time  to  this.  I  have  never 
met  a  more  kindly  disposed  gentleman,  and  one  in  whom  you  could 
have' complete  confidence  in  approaching  at  all  times,  knowing  that 
you  were  going  to  get  the  very  best  opinion ;  and  he  would  give 
you  the  feeling  that  you  were  doing  him  a  favor  in  asking  him  to 
go  to  such  trouble. 

My  first  convention  was  way  back  in  the  early  1920's  and  for 
six  years  I  attended  all  of  them,  until  such  time  as  my  duties  pre- 
vented me,  until  this  year,  in  this  time  of  depression,  I  persuaded 
my  company  to  allow  me  to  come  down  here,  on  the  sole  strength 
of  the  personality  and  the  kindness  of  Mr.  Holcomb,  and  on  the 
fact  that  he  was  president  this  year  and  would  be  retiring  at  this 
time.  His  name  was  the  open  sesame;  and  I  came  here  on  the  run, 
with  the  full  confidence  of  all  concerned.  I  can  (luite  understand, 
and  so  can  you  who  know  Mr.  Holcomb,  why  these  members  would 
so  willingly  serve  as  they  have  done;  and  I  also  question  whether 
they  are  entitled  to  a  vote  of  thanks.  I  think  it  was  a  privilege  to 
them,  and  they  should  thank  Mr.  Holcomb  for  the  opportunity. 
However,  it  has  been  shown  why  he  did  it,  and  how  he  did  it,  and 
we  knew  him  to  be  that  type  of  man  all  the  way  through.  I  am 
speaking  for  the  treasurer  of  the  province  of  Ontario,  the  late  at- 
torney general  of  Manitoba,  for  the  representatives  of  the  railways, 
insurance  companies,  and  myself,  who  have  come  down  on  different 
occasions  from  Canada,  to  indicate  how  much  we  appreciate  Mr. 
Holcomb  and  also  the  asociation  with  which  he  has  been  so  inti- 
mately attached.  You  may  think  it  strange.  Our  tax  problems 
are  not  at  all  yours,  but  we  have  been  talking  all  the  week  about 
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the  broadening  of  the  base.  Now,  while  your  matters  clo  not  concern 
us  in  just  that  way,  we  are  very  much  immersed  in  the  tax  matters, 
and  we  have  such  a  broad  view  that  there  isn't  any  question  about 
the  benefits  of  the  broadening  of  the  base  so  far  as  w'e  are  con- 
cerned ;  and  I  hope  and  wish  that  the  broadening  of  the  base  you 
hope  for  will  give  you  such  benefits  as  we  have  always  obtained. 
I  add  my  tribute  on  behalf  of  Canada  to  Mr.  Holcomb  and  the 
National  Tax  Association. 

Seth  Cole  (New  York)  :  ]\Iay  I  have  the  floor  for  just  a  mo- 
ment. It  is  undoubtedly  true,  as  I  believe,  that  a  man  is  best 
known  at  home,  and  I  direct  attention  to  the  fact  that  Mr.  Holcomb 
is  a  New  York  Stater.  I  first  came  into  contact  with  Mr.  Holcomb 
when  I  entered  tax  work,  as  a  mere  stripling  in  the  year  1907, 
when  this  organization  was  formed,  and  my  contact  with  Mr.  Hol- 
comb during  all  of  the  intervening  years  has  been  most  pleasant, 
and  I  have  had  full  opportunity  to  observe  the  great  service  which 
he  has  rendered  to  this  association.  He  has  brought  honor  to  the 
Empire  State  by  the  work  he  had  done  for  this  association.  He 
has  received  all  of  the  honors  that  the  association  can  confer  upon 
him.  He  retires  from  the  office  of  president  with  all  honors ;  and 
coming  from  his  own  home  state,  I  want  to  pay  this  tribute  to  him 
and  express  the  hope  that  he  may  be  spared  to  us  for  many,  many 
years  of  service.  On  behalf  of  New  York  State  I  wish  to  second 
the  motion.  > 

Arthur  J.  Rooxey  (Virginia)  :  I  thought  I  was  one  of  the  very 
oldest  members  of  the  National  Tax  Association,  but  evidentl}'  that 
is  not  the  truth.  It  was  in  1911  that  the  National  Tax  Association 
held  its  conference  in  Richmond.  I  was  on  the  entertainment  com- 
mittee, and  that  was  the  first  conference  that  I  attended,  but  since 
then  I  have  been  in  touch  with  the  association  and  have  been  at 
numerous  conferences  and  know  what  has  taken  place  more  or  less. 
I  have  been  impressed  with  Mr.  Holcomb's  activities  and  I  feel 
that  if  it  were  not  for  Mr.  Holcomb,  the  National  Tax  Association 
in  all  likelihood  would  not  be  in  existence  today.  I  feel,  sirs,  that 
we  owe  him  a  deep  debt  of  gratitude  and  I  very  heartily  second  the 
motion. 

Charles  Bullock  :  I  think  the  motion  is  thoroughly  understood, 
and  those  in  favor  of  it  will  please  manifest  by  rising  vote. 

(Rising  vote.) 

President  Holcomr:  Of  course,  gentlemen,  these  words  are  too 
much  for  me  to  respond  to  or  to  adequately  express  my  appreciation 
of.  I  don't  know  how  you  got  the  idea  that  all  this  that  you  have 
said  is  so,  because  it  does  not  really  seem  possible  that  it  could 
be  so.     I  am  not  ashamed  to  sav  that  I  started  in  this  work  when  in 
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rompers.  In  fact,  I  was  so  scared  of  myself  that  I  did  not  dare  say 
I  was  in  the  room  at  Columbus  in  1907.  Everything  was  vague  to 
me.  It  was  a  great  mess.  I  had  read  in  the  papers  about  some 
association,  and  being  one  of  that  kind  of  fellows  that  are  attracted 
by  baffling-  things,  I  got  into  contact  in  some  way  or  other  with  Mr. 
Foote,  and  became  a  member  of  the  association.  I  was  then  so 
scared  of  the  whole  subject  that  1  didn't  know  what  to  do  or  where 
to  turn,  so  I  sat  way  in  the  back  end  of  the  room  all  through  that 
meeting,  as  I  remember,  at  the  old  theater  there  in  Columbus,  and 
listened  with  awe  at  these  grand  expressions  of  the  theories  of 
taxation.  About  everything  that  has  been  touched  on  in  all  the 
intervening  years  was  touched  on  at  that  meeting,  and,  if  you  will 
remember — and  don't  forget  that — old  \'olume  I  contains  about  all 
the  doctrines  of  taxation  that  are  in  existence.  I  was  impressed,  as 
I  studied  the  thing,  and  went  along,  with  the  determination  that 
the  taxpayer  was  not  getting  anywhere  at  all.  He  could  not  talk 
back  to  anybody,  because  he  was  met  by  a  great  big  curtain ;  he  was 
appearing  before  a  body  of  men  where  he  would  not  get  a  decent 
show.  So  I  thought  that  if  there  could  be  a  forum  where  the  tax- 
payer could  sit  down  and  talk  on  a  reasonable,  rational,  conmion, 
everyday  basis  with  the  tax  administrator,  it  would  be  a  good  thing ; 
and  that  has  been  the  theory  that  I  have  been  working  on  ever  since, 
that  we  could  sit  down  together  and  discuss  this  subject.  Of  course, 
we  could  not  discuss  a  great  deal,  because  neither  the  taxpayer  nor 
the  administrator  knew  much  of  what  they  were  talking  about,  so 
we  had  to  have  what  they  now  call  a  "'  brain  trust "  to  tell  us  what 
we  were  talking  about,  and  we  have  had  great,  great  assistance 
from  the  college  men.  It  has  been  a  great  development,  and  to 
me  it  has  been  a  wonderful  transition  from  the  dark  ages,  you 
might  say,  to  the  light  of  day.  I  appreciate  this  tribute,  but  I 
cannot  see  how  it  is  really  deserved.  It  is  expressed  in  such  words 
that  it  does  come  pretty  close  to  me.  I  will  say  that  I  thank  you 
most  heartily  for  what  you  have  said  and  done,  and  I  want  to  say, 
as  to  the  watch  which  was  presented  to  me,  that  it  is  not  pledged. 
It  still  has  that  wonderful  inscription  on  the  inside,  which  perhaps 
some  of  you  saw  at  Bretton  Woods,  where  you  almost  squelched  me 
with  surprise.  Xow,  I  don't  care  to  go  any  farther  and  you  would 
not  want  me  to  do  so. 

Oscar  Leser  (Maryland)  :  Could  I  ask  you  a  question,  Mr. 
Chairman?  You  said  that  Volume  I  contains  all  the  theories  of 
taxation.  Will  you  kindly  refer  me  to  the  page  of  that  volume 
discussing  the  processing  tax. 

President  Holcomb  :  The  processing  tax  is  not  a  theory  of 
taxation,  it  is  a  mere  method  of  taxation — is  it  not? 

I  started  to  ask  if  there  was  any  further  business,  and  I  think  1 
said  that  the  secretary  had  sometliing  to  suggest  further. 
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Secretary  Query  :  I  have  a  statement  from  'Sir.  Charles  J.  Tobin 
of  New  York,  which  reads  as  follows : 

'■  As  was  said  last  year  in  paying  tribute  to  Thomas  S.  Adams, 
one  of  the  association's  most  eminent  members,  it  was  not  the  custom 
of  these  conferences  to  take  formal  notice  of  the  passing  of  members 
of  the  National  Tax  Association,  but  it  was  the  sense  of  many  of 
the  members  of  the  association  that  we  should  record  in  the  minutes 
of  the  association  the  record  of  the  passage  of  one  of  our  charter 
members,  one  who  was  so  helpful,  attentive  and  responsive  to  its 
aims  and  activities. 

"  Francis  N.  Whitney  became  interested  in  the  association  at  its 
organization  and  labored  with  it  until  his  death.  It  is  recorded  that 
he  missed  only  one  annual  conference  in  its  twenty-seven  years  of 
usefulness.  While  Francis  N.  Whitney  represented  one  of  the  large 
utilities  of  the  country  he  never  brought  into  the  association  or  the 
annual  conferences  the  interests  of  his  clients.  He  at  times  described 
himself  as  the  '"  big,  bad  wolf,"'  but  his  kind  nature,  helpful  sugges- 
tions, wise  counsel  and  congenial  disposition  endeared  him  to  all 
members  of  the  great  family  known  as  the  National  Tax  Association. 

"  At  the  business  meeting  of  the  association  last  year  he  took  great 
pleasure  and  delight  in  nominating  his  close  friend  and  associate  for 
many  years,  A.  E.  Holcomb,  for  president  of  the  association. 

"  He  was  one  of  the  big  men  of  the  association,  big  in  stature, 
big  in  goodness,  big  in  kindness  and  big  in  generosity  to  his  old 
friends,  as  well  as  the  new  friends  that  he  made  from  time  to  time 
as  the  conferences  of  this  association  were  held. 

"  Now,  therefore,  be  it  resolved :  That  the  National  Tax  Associa- 
tion records  the  deep  loss  which  its  members  have  experienced  in 
the  death  of  Francis  N.  Whitney,  and  hereby  pays  tribute  to  his 
fine  qualities  as  a  counsellor  in  tax  matters,  as  a  citizen  of  the 
country,  and  his  extensive  and  valuable  services  rendered  to  the 
National  Tax  Association." 

(Motion  duly  seconded) 

President  Holcomb  :  Moved  and  seconded  that  this  resolution  be 
adopted.  I  should  say  though,  if  it  could  'be  amended  to  provide 
for  the  sending  of  a  copy  to  Mrs.  Whitney,  it  might  be  desirable 
to  do  so. 

Secretary  Query  :  I  will  make  the  motion  then  so  the  resolution 
will  carry  that  amendment,  that  if  be  put  in  the  proceedings,  and 
that  Mrs.  Whitney  be  sent  a  transcript  of  the  resolution. 

President  Holcomb  :  I  don't  think  we  need  to  take  a  vote  on  it. 
We  all,  by  our  silence,  will  concur  with  this  tribute  and  will  so 
record  it. 
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There  appears  to  be  no  further  miscellaneous  matters  for  us. 
Therefore,  I  now  come  to  the  election  of  officers  and  members  of 
the  executive  committee  for  the  ensuing  year,  and  I  call  upon  the 
chairman  of  the  nominating  committee  to  submit  his  report,  Mr. 
Bullock,  being  the  oldest  cx-president,  in  time  of  service,  present  at 
the  session. 

Charles  J.  Bullock:  Air.  President,  your  words  although  kindly 
intended,  do  not  sound  to  me  quite  so  good. 

President  Holcomb:  It  is  technically  correct. 

Charles  J.  Bullock  :  I  am  reminded  of  the  first  faculty  meeting 
I  ever  attended  at  Harvard  University.  At  the  head  of  the  table 
sat  President  Eliot.  On  his  left  there  was  a  distinguished  mathe- 
matician, and  on  his  right  the  dean  of  the  faculty  of  arts  and  sciences, 
and  I  wondered  why  that  gentleman  was  there,  and  I  inquired  at  the 
meeting  and  learned  that  was  the  seat  of  honor  reserved  for  the 
senior  professor  of  the  faculty  of  arts  and  sciences.  A  year  later 
there  was  another  occupant  in  that  chair.  The  following  spring  I 
went  to  a  meeting  and  the  chair  was  vacant.  I  attended  a  second 
funeral  of  the  senior  member  of  the  faculty  of  arts  and  sciences, 
and  on  the  last  occasion  nobody  sat  there,  and  nobody  ever  did  sit 
there  again.  Claimants  for  the  honor  of  senior  member  of  the 
faculty  of  arts  and  sciences  were  not  numerous.  Last  year,  as  the 
oldest  ex-president,  I  presented  this  report  of  the  nominating  com- 
mittee, and  I  began  to  feel  I  w^as  being  put  in  a  hard  spot,  and 
tonight  I  am  here  again,  and  I  say  iiioritKri  fe  salntamus.  The  com- 
mittee unanimously  recommends  the  following  names.  Shall  I  read 
them  ? 

President  IIolcomr:  I  think  you  better  read  the  report  as  you 
have  it. 

Charle.s  J.  Bullock  (Massachusetts)  :  The  nominations  com- 
mittee submits  the  names  of  the  following  for  the  offices  as  desig- 
nated for  the  ensuing  year : 

President:  Henry  F.  Long,  Massachusetts. 
Vice-President :  Philip  Zoercher,  Indiana. 
Secretary:  W'alter  G.  Query,  South  Carolina. 
Treasurer :  Walter  G.  Query,  South  Carolina. 

As  members  of  the  executive  conmiittee  for  the  term  expiring 
1937:  Charles  W.  Gerstenberg,  New  York;  Fred.  L.  Fox,  West 
Virginia;  S.  E.  Leland,  Illinois. 

As  honorary  members  of  the  executive  committee  to  serve  for 
one  year :  J.  T.  White,  Ontario ;  E.  W.  Watts,  Manitoba. 

Mr.  White  is  deputy  treasurer  of  the  Province  of  Ontario,  and 
Mr.  Watts  is  chairman  of  the  Manitoba  Tax  Commission. 
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President  Holcomb  :  You  have  heard  the  report  of  the  nomi- 
nating committee.  Does  anyone  wish  to  move  the  adoption  of  that 
report  as  a  whole  ? 

V.  H.  GiBCS  (Ohio)  :  I  move  the  adoption  of  the  report. 

President  Holcomb:  Is  that  motion  seconded? 

(Motion  duly  seconded) 

President  Holcohe  :  ]Moved  and  seconded  that  the  report  of 
the  committee  containing  the  names  that  were  read,  be  adopted. 

(Ayes  and  Noes) 

President  Holcomb  :  Carried.  I  therefore  declare  the  following 
named  persons  elected  to  the  respective  offices : 

For  president,  Henry  F.  Long,  commissioner  of  Corporations  and 
Taxation  of  Massachusetts. 

For  vice-president,  Philip  Zoercher,  chairman  of  the  State  Board 
of  Tax  Commissioners  of  Indiana. 

For  secretary  and  treasurer,  Walter  G.  Query,  chairman  of  the 
South  Carolina  Tax  Commission. 

Members  of  the  executive  committee  for  the  three-year  term  ex- 
piring 1937 :  S.  E.  Leland,  member  of  the  Illinois  Tax  Commission ; 
Fred.  L.  Fox,  State  Tax  Commissioner  of  West  Virginia ;  C.  W. 
Gerstenberg,  chairman  of  the  Board  of  Prentice-Hall. 

For  honorary  members :  J.  T.  White,  deputy  treasurer  of  the 
Province  of  Ontario ;  E.  W.  Watts,  chairman  of  the  Manitoba  Tax 
Commission. 

Kindly  recall  also  that  ex-officio  members  of  the  executive  com- 
mittee will  be  ex-presidents,  R.  M.  Haig  of  Columbia  University, 
F.  S.  Edmonds  of  Pennsylvania  and  Alfred  E.  Holcomb  of  New 
York.  These  gentlemen  whose  names  were  just  read  will  presently 
assume  office,  and  I  think  we  ought  now  to  discover  whether  the 
vice-president  is  in  the  hotel.  Of  course  we  know  that  the  president 
is  here  because  he  has  been  here  right  along.  I  don't  know  whether 
the  vice-president  is  here  or  not.  I  think,  Judge  Gibbs,  if  you  will 
escort  the  new  president  to  the  paltform  and  if  Professor  Fairchild 
will  look  for  the  vice-president,  and  locate  him,  we  will  see  what 
they  look  like. 

(President-elect  and  vice-president-elect  escorted  to  the  ])latform ) 

President  Holcomb:  You  did  fine  work.  I  took  great  pleasure 
in  announcing  the  election  of  these  two  gentlemen.  I  think  you 
must  have  heard  the  announcement  but  to  make  sure,  I  will  state 
again,  Mr.  Long,  that  you  are  now  president  of  the  National  Tax 
Association,  to  take  office  from  this  moment,  so  far  as  I  understand, 
and  I  take  it  that  I  sink  into  oblivion  also  at  this  verv  moment. 


BLSIXKSS  MKKTIXC  OF    IIIE  ASSOCIATION  447 

I  know  of  no  one  to  wlioni  I  would  intrust  the  affairs  of  the  asso- 
ciation more  confidently  than  1  would  to  you.  And,  as  for  the  old 
timekeeper  (Mr.  Philip  Zoercher)  I  suggest  that  he  keep  time  on 
the  incoming  president.  I  would  like  to  say  to  both  of  these  gentle- 
ment,  that  if  there  is  any  way  in  which  I  can  be  of  help  to  you,  1 
hope  that  you  will  call  upon  me. 

President-elect  Henry  F.  Long  (Massachusetts)  :  President 
Holcomb,  Vice-President  Zoercher  and  distinguished  Members  of 
the  National  Tax  .Association :  It  appears  to  me  that  no  one  would 
be  unmindful  of  the  honor  in  being  selected  as  the  president  of  your 
association,  which  has  gained  the  reputation  that  has  come  to  the 
National  Ta.x  Association,  but  to  one  like  myself,  who  for  at  least  a 
reasonable  term  of  years,  has  come  to  know  the  worth  of  the  National 
Tax  Association,  it  could  not  help  be  anything  other  than  a  very 
great  honor  to  be  allowed  to  preside  over  your  deliberations  for  a 
twelve-month  period. 

We  are  all,  more  or  less,  I  hope,  sincerely  in  love,  first  of  all,  with 
our  own  part  of  the  country,  and  I  cannot  help  but  feel  that  all  will 
be  forgiven  if  I  indicate  to  you  that  I  appreciate  not  only  for  myself 
but  for  New  England  this  honor  that  you  do  through  me  to  New 
England.  It  is  particularly  pleasing  to  me  to  know  that  we  have 
had  those  from  New  England,  and  perhaps  from  Massachusetts,  long 
prominent  in  the  councils  of  the  National  Tax  Association,  and  it  is 
an  unusual  honor  for  one  situated  as  I  to  follow  the  long  line  of 
distinguished  presiding  officers  that  this  association  has  had.  One 
cannot  look  other  than  with  a  great  deal  of  feeling  towards  those 
who  have  preceded  him  in  the  occupancy  of  the  presidential  chair. 
I  am  particularly  mindful  of  the  fact  that  our  first  president  in 
Massachusetts  was  Professor  Bullock  of  Harvard  University,  the 
leading — perhaps  those  from  the  South  will  allow  me  to  say — uni- 
versity in  the  country,  and  one  of  the  oldest.  Professor  Bullock  was 
followed  by  Governor  Bliss  of  Rhode  Island,  who  is  still  strongly 
among  us,  and  whom  we  all  revere  very  much,  representative  of  the 
smallest  state  in  the  New  England  States,  and  the  smallest  state  in 
the  Union,  but  delivering  in  quality  what  they  may  lack  in  quantity 
in  the  population  count  of  the  entire  country.  These  gentlemen  were 
followed  also  by  Professor  Fairchild,  who  was  the  third  president 
preceding  me  in  the  New  England  States,  and  whom  we  all  revere 
and  love  and  respect  as  we  do  Professor  Bullock.  This  service  of 
Professor  Fairchild  and  Professor  Bullock,  representative  of  our  two 
largest  universities,  make  my  position  perhaps  a  little  more  com- 
forting to  me  and  perhaps  more  of  an  honor.  This  would  be  true 
of  others  who  might  be  differently  situated.  I  am  also  mindful  of 
the  fact  that  this  association  has  indicated  tonight  very  thoroughly 
that  it  is  most  heartily  in  accord  with  another  New  Englander  in 
the  form  of  Alfred  E.  Holcomb,  who,  as  president  of  the  association, 
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had  an  address  in  New  York,  but  who  traces  back  all  the  things  he 
ever  knew  to  those  bare-footed  boyhood  days  in  Connecticut  that  he 
spoke  of  a  short  time  ago.  I  am  not  unmindful  of  the  fact  that  he 
too  was  of  New  England.  It  seems  to  me  I  may  be  pardoned  for 
making  these  few  observations. 

The  situation  in  respect  to  taxation  has  developed  so  in  the  last 
comparatively  few  years,  that  I  believe  I  am  correct  in  stating  that 
an  organization  like  this  would  be  totally  incapable  of  being  launched 
without  some  particular  motive;  and  it  occurs  to  me  that  we  are  all 
to  be  deeply  grateful  for  those  who  went  to  Columbus  and  developed 
there,  at  a  time  when  there  was  no  opposition  or  axes  to  grind,  an 
association  which,  from  the  tax  commissioner's  point  of  view,  from 
which  I  now  speak,  offers  the  only  place  that  there  can  be  to  ex- 
change views  with  a  full  and  complete  knowledge  that  the  expression 
of  those  views  does  not  in  any  way  commit  the  person  expressing 
the  views  to  any  particular  thing  which  the  association  might  gener- 
ally have  in  mind. 

It  is  not  at  all  an  easy  thing  for  a  tax  commissioner,  charged 
with  the  administration  of  tax  laws  in  political  or  non-political 
minded  states,  to  unite  with  those  who  might  possibly,  in  the  zeal 
of  their  efforts,  undertake  to  reform  or  correct  something  which 
appears  to  them  to  be  an  abuse;  and  it  is  on  that  point,  as  one  tax 
commissioner,  that  this  association  appeals  to  me  very  strongly,  and 
perhaps  that  is  one  reason  why  I  should  say,  for  one,  that  I  would 
want  to  carry  on,  so  far  as  it  was  in  my  power  to  do  it,  the  policies 
so  carefully  laid  down  by  the  executive  committee  in  the  early  days, 
by  Mr.  Holcomb  and  his  associates,  which  has  preserved  and  per- 
petuated this  association  down  through  all  of  these  years,  and  which, 
it  seems  to  me,  could  not  possibly  have  been  done  if  there  had  been 
any  attempt  at  all  to  use  the  association  for  some  end,  no  matter 
how  worthy  that  particular  end  may  have  been  at  that  time.  On  the 
contrary,  they  served  to  keep  it  free  and  open  so  that  we  tax  com- 
missioners could  gather  and  talk  over  our  problems  and  gain  some- 
thing from  the  experience  of  others.  I  know  that  we  who  are  ad- 
ministering taxes  appreciate  keenly  the  way  in  which  the  professors 
of  the  universities,  those  who  would  have  devoted  a  lifetime  to  the 
study  of  economics  and  political  economy  and  all  of  the  things  that 
go  toward  the  make-up  of  government,  have  lent  their  efforts  to  a 
solution  of  our  many  problems;  and  we  are  all  grateful  for  the  fact 
that  we  can  meet  them  here  on  common  ground.  Regardless  of  what 
our  concept  or  particular  ideas  may  be,  I  know  that  no  tax  adminis- 
trator at  all  familiar  with  his  work  could  possibly  come  to  one  of 
these  conferences  and  not  leave  with  a  great  deal  of  benefit  that 
came  to  him  through  a  consideration  of  the  views  or  out  of  the 
experience  of  these  persons  who  come  to  us  in  the  form  of  professors 
and  students  and  others  connected  with  our  universities. 
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Now,  in  these  gatherings,  we  have  also  drawn,  within  compara- 
tively few  years,  groups  which  might  be  said  to  represent  the  tax- 
payer, and  1  want  as  one,  to  testify  to  the  splendid  spirit  of  coopera- 
tion which  they  themselves  have  indicated,  their  willingness  to  work 
with  us,  their  willingness  to  realize  that  there  is  another  point  of 
view,  and  their  willingness  to  work  collectively  to  get  something  out 
of  these  conferences.  I  cannot  help  but  say  that  it  seems  to  me  that 
an  association  of  this  kind  is  a  living,  pulsing  thing,  and  there  can 
be  no  group  of  people,  it  seems  to  me,  that  can  more  accurately 
reflect  the  strongest  currents  and  most  effective  currents  of  our 
economic  movements  throughout  the  country  than  this  group  we 
have  here,  coming  from  all  parts  of  the  Union,  and  faced  with  all 
kinds  of  problems. 

It  is  true  that  we  have  some  interesting  things,  it  is  true  that  we 
have  some  amusing  things,  it  is  true  that  we  relax  occasionally,  and 
it  is  true  that  we  are  serious,  but  we  go  away  from  every  single 
meeting  that  we  come  to  with  the  idea  that  we  have  been  fully  pro- 
tected so  far  as  the  expression  of  our  views  is  concerned,  and  carrj^ 
home  with  us  something  which  we  can  apply  to  our  own  affairs, 
more  particularly  if  we  are  open-minded  and  in  position  to  absorb 
those  things  when  we  come  to  the  conference. 

Anyone  would  be,  it  seems  to  me,  very  bold,  and  bold  to  the 
extent  of  being  ill-informed,  if,  on  being  elevated  to  the  position  of 
president  of  this  association,  he  should  depart  from  the  things  which 
had  already  proven  sound.  We  frequently  see  things  that  appeal  to 
us.  Persons  if  they  are  operating  a  boat  may  want  to  change  their 
moorings,  persons  who  are  dissatisfied  with  the  places  in  which  they 
live  may  want  to  change,  persons  who  may  be  engaged  in  some 
kind  of  activity  which  don't  look  quite  so  good  to  them  as  other 
pursuits,  which  may  appear  to  be  grander,  often  make  the  mistake 
of  leaving  that  which  has  proven  through  the  years  to  be  of  value 
to  go  to  something  which  may  be  only  of  temporary  advantage ; 
and  therefore,  it  seems  to  me  that  it  is  fair  to  say  to  you  all  that  so 
far  as  I  may  have  any  authority  as  president,  there  will  be  no  de- 
parture from  the  practices  which  have  been  laid  down  and  proven 
sound  and  adopted  by  this  association. 

Mr.  Holcomb  has  told  you  that  after  all  the  president  is  nothing 
more  than  a  figure-head.  I  suppose  that  possibly  may  have  come  as 
a  result  of  those  ancient  boats,  which  occasionally  we  saw  the  picture 
of,  that  went  into  all  the  seas  of  the  w^orld,  and  had,  at  the  front 
end  of  the  boat,  in  the  early  days,  some  horrible  dragon  head,  or 
something  of  that  nature,  and,  as  civilization  and  individuals  devel- 
oped a  little  kindlier  feeling  towards  one  another,  and  perhaps  the 
superstition  of  the  ages  passed  somewhat,  there  appeared  to  be  a 
softer  tone  to  those  figure-heads,  and  those  figure-heads  which  we 
see  today  and  that  we  are  reminded  of,  represent  the  more  gentle 
29 
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and  soft  things  of  life.  It  seems  to  me  the  president,  Mr.  Hol- 
comb,  now  retiring — he  says  he  is  retiring — gave  an  exemplification 
of  what  a  real  figure-head  should  be  by  having  over  the  presidential 
head  today  and  all  during  the  week  this  picture  back  of  me,  which 
represents  at  least  sublime  comfort  and  content.  I  cannot  possibly 
represent  that  kind  of  a  figure-head.  I  am,  however,  going  to  be 
the  kind  of  a  figure-head  that  will  take  Mr.  Holcomb  at  his  word, 
will  make  him  do  all  the  work  that  possibly  can  be  piled  upon  him 
to  do,  everything  that  I  possibly  can  do  to  make  him  sense  that, 
after  all,  when  he  was  president  of  the  association  it  was  merely  a 
passing  phase  of  his  existence,  and  that  the  National  Tax  Association 
means  Alfred  E.  Holcomb.  I  can  tell  you  all,  and  I  always  can 
make  it  clear  to  you  by  every  act  that  I  do,  that  I  will  have  done  it 
under  the  direction  of  and  after  consultation  with  Mr.  Holcomb. 
I  say  that  more  or  less  as  an  anchor  to  windward  because  if,  during 
the  next  twelve  months'  period,  I  should  perform  any  act  or  do 
anything  or  say  anything  that  is  not  in  entire  agreement  with  what 
you  think  I  ought  to  do,  or  what  the  association  ought  to  do  through 
the  president,  I  can  say  now  that  you  can  blame  it  to  Mr.  Holcomb 
because  he  will  be  the  one  who  suggested  it. 

President  Holcomu  :  That  is  a  little  too  strong.  I  don't  know 
as  I  want  to  take  over  any  such  responsibility  as  that.  Mr.  Vice- 
President,  I  think  it  is  probably  appropriate  for  me  to  suggest  that 
you  give  us  a  few  words. 

Vice-President-elect  Philip  Zoercher  (Indiana)  :  I  certainly 
appreciate  this  honor  that  has  been  conferred  upon  me  tonight  and 
assure  you  that  I  will  try  to  do  my  duty  as  an  officer  of  the  asso- 
ciation, and  do  whatever  is  required  of  me.  A  distinguished  citizen 
of  the  state  of  Indiana  some  years  ago,  when  he  was  vice-president 
of  the  United  States,  said  the  vice-president's  duty  is  to  be  seen  and 
not  to  be  heard ;  and  I  will  try  during  the  coming  year  to  be  seen 
and  not  heard.     Thank  you. 

President-elect  Henry  F.  Long:  The  first  instructions  that  I 
have  from  Mr.  Holcomb  are  to  the  efYect  that  I  should  now  proceed 
to  say  that  those  who  desire  that  the  tax  association,  either  in  1935 
or  some  subsequent  years,  come  to  their  city  or  part  of  the  country, 
may  now  be  heard,  and  therefore  I  am  going  to  suggest  that  anyone 
who  has  any  particular  offer  to  lay  before  the  association,  either  in 
the  form  of  tributes  before  the  altar  of  their  devotion  to  the  asso- 
ciation, or  in  devotion  to  their  own  communities,  whether  it  is  the 
chamber  of  commerce  or  what  they  are,  I  will  be  glad  to  hear  from 
them, 

Vice-President-elect  Philip  Zoercher:  Mr.  President,  pos- 
sibly I  am  violating  what  I  said  before.  I  am  sure  if  I  had  known 
that  I  was  going  to  be  chosen  as  vice-president  of  this  association. 
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I  would  have  requested  one  of  my  friends  or  either  of  my  associates 
on  the  tax  board,  or  my  friend  Mr.  Sims  here,  to  make  the  presen- 
tation of  this  invitation. 

I  have  with  me  a  personal  letter  of  the  governor  of  the  state  of 
Indiana,  and  I  want  to  say  to  you  I  have  known  personally  every 
governor  that  the  state  has  had  since  1888  and  I  believe  that  the 
present  governor  is  an  outstanding  leader,  and  a  man  who  has  shown 
in  the  time  that  he  has  been  in  office  that  he  has  recognized  the 
importance  of  public  questions,  and  has  met  every  issue  fearlessly, 
and  this  governor  has  made  a  request  which  I  w^ill  read.  It  is  a 
short  letter. 

'■  It  gives  me  great  pleasure  to  extend  greetings  on  behalf  of 
the  state  of  Indiana  to  the  National  Tax  Association  in  con- 
vention assembled.  The  state  of  Indiana  joins  with  Indianapolis 
Convention  and  Publicity  Bureau,  and  other  agencies,  in  extend- 
ing a  most  cordial  invitation  to  your  association  to  meet  in 
Indianapolis  in  1935.  I  shall  be  glad  indeed  to  welcome  you 
to  Indianapolis.  Paul  V.  McNutt." 

That  is  followed  by  a  letter  from  the  mayor  of  our  city,  which  is 
followed  by  one  from  the  Indianapolis  Convention  and  Publicity 
Bureau. 

We  feel  that  Indianapolis  is  the  crossroad  of  iVmerica.  Last  year 
you  had  the  conference  at  Phoenix,  Arizona ;  this  year,  over  here 
on  the  eastern  coast,  at  Boston,  Massachusetts ;  and  we  believe  it 
would  be  fitting  to  have  the  next  conference  at  the  crossroads  of 
America,  the  largest  inland  city  in  the  world  that  is  not  on  a  navi- 
gable stream,  and  I  assure  you  that  you  will  be  given  a  whole- 
hearted welcome  when  you  come  to  Indianapolis.  We  hope  to  see 
you  there. 

President  Long  :  As  I  understand  it,  these  invitations  are  re- 
ferred to  the  executive  committee,  which  will  ultimately  decide  on 
the  meeting  place  for  1935.  Now,  are  there  others  who  wish  to 
invite  the  association  to  meet  in  their  states  or  cities  ? 

Gilbert  Freeman  (Florida)  :'  Mr.  Chairman,  Ladies  and  Gentle- 
men, on  behalf  of  the  governor  of  the  state  of  Florida,  and  the  city 
of  Miami  and  the  city  of  Coral  Gables,  I  want  to  extend  an  invi- 
tation to  this  organization  to  visit  the  southeastern  coast  of  Florida 
at  Miami.     Governor  Dave  Schultz  sends  this  letter: 

"  National  Tax  Association, 
Hotel  Statler, 
Boston,  Mass. 

I  am  advised  that  your  organization  has  been  invited  to  hold 
their  next  meeting  in  Florida,  and  I  want  to  join  most  heartilv 
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in  extending  a  cordial  invitation  to  come  to  our  state.  It  will 
be  a  real  pleasure  to  welcome  the  members  of  your  association 
to  the  state  and  do  everything  possible  we  can  to  make  the 
visit  a  pleasant  one.  You  can  count  on  my  full  cooperation  in 
making  your  meeting  an  outstanding  one. 

Trusting  this   invitation  may  meet  with  a  favorable  accep- 
tance, and  with  good  wishes,  I  am 

Dave  Schultz,  Governor." 

We  have  a  letter  here  from  the  manager  of  the  Miami  Biltmore 
Hotel  which  outlines  some  of  their  facilities.  There  is  no  use 
burdening  you  gentlemen  with  that.  The  executive  committee  will 
want  to  go  into  that.  I  noticed  at  a  previous  session  that  there  was 
much  surprise  in  having  a  mayor  actually  welcome  the  association. 
We  have  letters  here  from  three  mayors  who  will  welcome  you,  and 
I  can  pledge  that  all  three  of  them  will  be  on  the  ground  to  see  that 
you  have  a  good  time.  I  think  it  would  be  useless  for  me  to  stand 
up  here  and  attempt  to  gild  the  lily,  for  several  reasons,  one  being 
that  I  am  not  capable  of  doing  justice  to  the  subject,  and  another 
is  that  you  gentlemen  might  mistake  me  for  a  real  estate  man,  and 
I  feel  I  would  fare  rather  poorly,  so  I  am  going  to  ask  that  this 
invitation  be  included  for  either  next  year  or  the  year  after. 

Oscar  Leser  (Maryland)  :  May  I  ask  the  gentleman  a  question? 
Will  you  promise  not  to  call  on  us  to  make  good  that  38%  tax 
delinquency  ? 

Gilbert  Freeman  :  We  are  going  to  have  that  made  good  before 
you  get  there. 

President  Henry  F.  Long  :  I  want  to  say  to  you  that  the  next 
very  delightful  gentleman  wlio  is  going  to  speak  to  us  is  Mr.  Max- 
well, of  North  Carolina,  but  I  want  to  say  to  those  who  don't  know, 
that  the  secretary  of  this  association,  from  South  Carolina,  goes  up 
to  the  borderline  of  North  Carolina,  and  sneaks  over  into  North 
Carolina,  during  the  summer,  and  chops  himself  a  tree  and  makes 
this  mallet  and  block,  to  be  used  here,  and  undertakes,  perhaps 
publicly,  to  pass  it  off  as  a  South  Carolina  product,  but  for  certain 
it  is  a  North  Carolina  product,  and  it  is  either  called  grease-wood 
or  soap-grease-wood.  There  isn't  anybody  in  the  world  smoother 
than  these  Carolinians,  and  I  introduce  Mr.  Maxwell  of  North 
Carolina. 

A.  J.  Maxwell  (North  Carolina)  :  Mr.  President  and  Ladies  and 
Gentlemen:  The  explanation  of  the  incident  that  the  president  has 
just  mentioned  is  that  the  secretary  of  this  association  has  the  good 
judgment  to  have  his  summer  home  across  the  line  in  the  mountains 
of  western  North  Carolina. 


BUSINESS  MEETING  OF  THE  ASSOCIATION  453 

I  have  been  very  much  pleased  at  several  of  the  sessions  of  this 
association  to  hear  expressions  from  a  number  of  its  members  of  a 
wish  to  attend  a  conference  of  this  association  at  Asheville,  North 
Carolina.  Now,  this  last  summer  I  had  a  letter  from  our  good 
friend  Mr.  Whitney  of  New  York,  just  a  short  time  before  his 
death,  asking  if  an  invitation  could  not  be  presented  to  hold  this 
year's  conference  at  Asheville.  I  immediately  wrote  him  assuring 
that  it  could,  but  that  it  was'  my  understanding  that  the  sentiment 
of  the  delegates  at  the  Phoenix  conference  was  that  this  conference 
should  be  held  in  the  New  England  States,  partly  because  it  had 
been  some  years  since  the  association  had  met  in  this  part  of  the 
country,  and  partly  as  a  further  mark  of  honor  to  the  gentleman 
whom  we  all  love  and  esteem  so  highly,  who  has  become  the  presi- 
dent of  the  association  at  this  session,  Commissioner  Long.  Mr. 
Whitney  immediately  wrote  me  his  concurrence  in  that  view.  I  do 
wish,  however,  to  present  at  this  time  an  invitation  for  the  next 
conference  of  this  association  to  meet  at  Asheville,  North  Carolina, 
and  at  the  proper  time  the  executive  committee  will  be  supplied  with 
the  official  invitations  on  the  part  of  the  governor  and  the  mayor  of 
Asheville,  and  so  on.  North  Carolina  lays  claim  to  as  many  of  the 
superlatives  as  any  particularly  boastful  states.  I  cannot  undertake 
at  this  time  to  enumerate  them  for  you.  Incidentally,  the  city  in 
which  I  am  suggesting  that  the  next  conference  be  held,  happens  to 
be  located  in  the  county  of  "Bunk"  (Buncombe),  which  is  the 
geographical  situs  of  the  origin  of  the  expression.  Speaking  for 
"  Bunk  ",  a  congressman  from  that  district  worked  it  pfif  in  Con- 
gress, and  I  don't  want  to  be  guilty  of  that  here  this  evening. 

There  is  another  thing  I  can  say,  however,  in  perfect  sincerity, 
and  with  which  I  can  e.xpect  some  measure  of  agreement  in  your 
minds,  if  you  will  just  come  to  Asheville  with  your  next  conference, 
I  believe  you  will  all  agree  with  me  lOOS^  that  there  is  nothing 
more  beautiful  on  the  American  continent  than  the  mountain  range 
of  western  North  Carolina,  of  which  the  city  of  Asheville  is  the 
beautiful  center.  I  believe  you  would  find  it  a  delightful  place  to 
hold  your  conference,  and  if  it  should  be  the  judgment  of  our  exec- 
utive committee  to  so  locate  it,  the  people  of  our  state  would  be 
much  pleased,  and  I  would  hope  to  have  the  pleasure  of  seeing  each 
and  all  of  you  at  the  next  conference  at  Asheville. 

President  Long  :  .\re  there  any  others  who  want  to  match  their 
particular  brand  of  oratory  with  North  Carolina? 

William  P.  Rich.\rds  (District  of  Columbia)  :  Mr.  President, 
the  place  that  I  would  suggest  is  not  matched  by  any  other  place 
that  might  be  named.  It  is  not  only  peculiar  in  its  location,  it  is 
peculiar  in  its  make-up.  The  District  of  Columbia  citizen  has  no 
A'ote,  he  is  taxed  without  representation ;  his  money  goes  into  the 
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District  treasury  and  it  is  there  taken  out  only  upon  the  consent  of 
Congress.  Possibly  an  association  of  this  nature  might  not  only 
teach  Congress'  some  lessons  in  regard  to  taxation  without  represen- 
tation, but  it  might  tell  some  of  the  people  of  the  District  of  Colum- 
bia to  hold  up  their  heads  instead  of  bowing  to  such  conditions. 
The  District  is  governed  by  three  commissioners,  appointed  by  the 
president  of  the  United  States.  In  some  ways  they  are  supreme  in 
their  action  after  Congress  has  directed  what  that  action  shall  be. 
Two  of  the  present  commissioners  have  acted  less  than  a  year.  One 
of  them,  taken  from  the  United  States  Army,  has  acted  less  than  a 
month.  They  have  gone  into  office  with  the  backing  of  the  president 
and  his  advisers.  They  are  enthusiastic  in  their  work.  One  of  them 
has  been  here  attending  most  of  the  sessions.  He  has  been  surpirsed 
and  pleased  at  what  he  has  seen  and  heard,  and  those  three  com- 
missioners extend  a  welcome  to  this  association,  and  would  be  glad 
to  have  them  either  next  3'ear  or  the  following  year. 

There  was  a  time  when  the  association  wanted  to  go  to  Wash- 
ington, but  on  account  of  the  changes  in  the  commissioners  at  that 
time,  it  was  not  felt  opportune  to  have  them ;  but  I  do  hope  that 
there  may  be  an  opportunity  for  the  association  to  come  there  either 
for  the  next  meeting  or  the  following  one.  It  has  been  suggested 
that  there  is  opposition  in  Washington,  that  Congress  meets  in 
January  and  it  mgiht  not  be  well  for  an  association  to  meet  in  the 
fall  and  suggest  to  Congress  what  they  should  do.  I  don't  think 
any  objection  like  that  has  the  slightest  ground.  Things  that  go  on 
here  and  things  that  go  on  in  Congress  are  diametrically  opposite; 
so  that  the  commissioners  extend  this  association  an  invitation  to 
visit  them  either  at  the  next  meeting  or  the  following  one. 

President  Long  :  Are  there  others  who  care  to  speak  ?  The  sec- 
retary, Mr.  Query,  has  some  requests,  at  least  in  writing. 

Secretary  W.  G.  Query:  There  was  delivered  to  me  today,  by 
the  representatives  at  this  conference  from  Minnesota,  a  communi- 
cation from  the  governor  of  Minnesota  and  the  city  of  Minneapolis, 
inviting  the  conference  there  in  1935.  I  have  a  telegram  from  the 
governor  of  Michigan  and  the  trade  and  civic  bodies  of  the  city  of 
Detroit,  the  state  tax  body,  and  the  chamber  of  commerce  to  come 
to  Detroit. 

I  also  have  invitations  from  the  St.  Louis  Convention  and  Pub- 
licity Bureau,  and  in  my  files  in  Columbia,  too  voluminous  to  bring 
here,  I  have  already  filed  some  fifteen  or  twenty  invitations  extended 
to  the  executive  committee.  In  other  words,  the  executive  com- 
mittee will  not  lack  for  invitations  when  the  time  comes  to  consider 
the  place. 

President  Long:  .Vre  there  any  others  who  care  to  invite  this 
association  to  their  particular  parts  of  the  country  ? 
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J.  W.  Oliver  (New  York)  :  Does  Detroit  guarantee  another 
World  Series  if  we  come  there  ? 

President  Long  :  I  dislike  to  suggest  something  which  seems  to 
be  perfectly  obvious,  and  I  dislike  to  indicate  an  omission  on  the 
part  of  the  representatives  of  a  certain  state.  I  am  wondering  at 
least  if  I  cannot  feel,  as  your  new  president,  that  California  would 
be  willing  to  have  us  come  there.  I  had  always  supposed  that  no 
Californian  ever  let  an  opportunity  go  by  him  for  indicating  the 
delights  of  his  state.  I  understand  California  said  something  in  the 
public  press  recently ;  but,  waiving  that  and  overlooking  that  for 
the  moment,  I  want  to  ask  if  the  representative  will  say,  if  we  do 
come  to  California,  that  the  state  will  still  be  there. 

DixwELL  L.  Pierce  (California)  :  I  hesitated  to  speak  after  the 
oratory  from  the  south.  When  Mr.  Maxwell  spoke  of  boastfulness, 
I  was  afraid  what  I  might  sa}'  would  be  considered  boastful  too. 
In  California  we  cannot  be  considered  boastful,  because  no  matter 
how  great  our  superlatives  are,  they  are  inadequate.  As  we  con- 
sider ourselves  superlative  in  scenery  and  attractions  and  things  of 
that  kind,  we  have  considered  ourselves  superlative  in  the  matter  of 
experiments  in  taxation,  and  now,  if  I  am  not  mistaken,  we  seem  to 
be  on  the  verge  of  another  type  of  experimentation. 

Perhaps  one  reason  why  those  of  us  in  California  have  been  a 
little  hesitant  about  inviting  you  out  there,  we  wanted  to  see  how 
much  was  to  be  left  of  us  next  November.  Barring  great  political 
accidents,  we  will  be  hoping  to  have  you  with  us  whenever  the 
National  Tax  Association  can  come,  and  even  if  we  should  have  a 
political  accident  we  assure  you  California  will  still  be  there  and 
would  still  welcome  you. 

President  Long:  The  secretary  suggests  to  me  that  there  prob- 
ably will  be  no  lack  of  invitations  before  the  year  is  over  and  that 
probably  almost  any  state  in  the  union  would  be  v,ery  glad  to  have 
us  and  perhaps  some  of  the  foreign  provinces. 

Using  your  own  terms,  ]\'Ir.  Submerged  President,  what  is  the 
next  thing  to  do? 

Ex-President  Holcom}?:  T  think  a  motion  to  adjourn  is  pretty 
nearly  in  order. 

President  Long:  Do  you  have  to  pass  a  vote  giving  these  things 
to  anyone?     (Referring  to  the  speaker's  gavel  and  equipment.) 

Ex-President  Holcomb:  No,  I  swipe  them,  by  possession. 

Secretary  W.  G.  Query:  If  Mr.  Maxwell  permits  me  to  go 
back  to  North  Carolina,  I  will  see  that  you  get  a  mallet  next  year. 

President  Long:  Having  the  principal  person  moving  adjourn- 
ment safely  on  the  platform,  we  have  to  look  around  for  volunteers. 
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L.  I.   McMahon    (Montreal,  Canada)  :  It  is  moved  that  we  ad- 
journ. 

William  Mueller  (Minnesota)  :  Second  the  motion. 

President  Long:   Canada  moves  we  adjourn  and  now  western 
United  States  seconds  the  motion.    All  those  in  favor  please  say  aye. 

(Ayes  and  Noes) 

Chairman   Long  :   The   Twenty-seventh   National  Tax   Associa- 
tion Conference  is  adjourned. 
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